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The Economic Survey for 1947. 
By John Jewkes and E. Devons. 


I 


HE “ Economic Survey tor 1947”’ begins with an essay 
To the purposes and methods of economic planning. 

This is the most important section of the White Paper. 
It will be read long after the rest is forgotten. If it is wrong, 
if the basis of our economic planning for the future is unsound, 
then all goes wrong. It can be said forthwith that there is 
much sound economic sense, much administrative wisdom and 
experience packed into these vital twenty-nine paragraphs. 
They represent the first considerable attempt on the part of a 
Government to formulate the principles upon which economic 
planning in a democratic community can be carried out. 

The idea of economic planning has meant many things to 
many men. It is, therefore, not surprising that this is reflected 
in the treatment of the subject in the White Paper. There is, 
indeed, throughout the section a strange dichotomy of ideas 
which may lead to confusion and ultimate frustration. 

There is first the stress upon the sovereignty of the 
consumer, the complex nature of the economic system, the 
impossibility of any democratic Government directing the 
system in detail, the need for the Government to confine itself 
to laying down a working pattern. 

“* In normal times, the people of a democratic country 
will not give up their freedom of choice to their Govern- 
ment.” 

“Our present industrial system .. . is of a very 
complex nature. . . . The public is accustomed to a wide 
range of choice and quality in what it buys.” 

“Planning in this country must be as flexible as 
possible.” 

“The task of directing by democratic methods an 
economic system as large and complex as ours is far 
beyond the power of any Governmental machine working 
by itself, no matter how efficient it may be.” 

“The proper system of economic planning for the 
United Kingdom must start from this fact and cannot 

_ follow some theoretical blue print.” 
This is the voice of sound democrats, seasoned by their 
experience of war-time planning and the intensified difficulties 
of peace-time planning who, whatever may have been their 
— predilections, understand what will work and will not 
work, 








But there are other sentences in these crucial paragraphs 
which would bear an entirely different interpretation. Here 
the ideas swing back to the lure of running the whole economy 
from some central watch tower as one factory can be run. 

“Planning the allocation of resources between the 
various national requirements is at present a task of 
deciding . . . which are the most important national 
priorities. It is precisely the same problem, only on a 
national scale, as the housewife has to solve every week.” 

“* The two economic budgets . . . must be balanced, 
Otherwise less essentials will push essentials out of the 
queue. Too many luxuries and not enough food and 
clothes and coal ; too many toys and not enough children’s 
boots, too many greyhound tracks and not enough 
houses. . . .” 

“ The apparatus of Government controls is used to 
guide the economy in the direction which is indicated by 
the plan.” 

“ There are a number of basic industries . . . the 
efficient development of which is fundamental to our 
entire productive activity. A long term plan is being 
developed for each of these industries.” 

Now, of course, the housewife does not concern herself 
with frameworks or working patterns. She decides what her 
husband and children will eat. If the Government concerns 
itself with the relative priorities of toys and children’s boots, 
it is difficult to see how it can decide what is “ too much” 
of anything without imposing its scale of preferences on the 
consumer. If there is not to be a blue print why the long list 
of controls catalogued in paragraph 26 ¢ 

This uneasy marriage of fundamentally conflicting ideas 
throws up other difficulties. By far the most important of 
these is the marked reluctance which is shown to rely upon the 
working of the price system. It is inconceivable that any 
democratic economic system can operate effectively unless the 
great mass of economic decisions are left to individual con- 
sumers and producers acting within the price framework. 
Yet it seems doubtful, from the words employed, whether this 
has been fully realized. Let us retrace the argument in the 
words of the White Paper. 

“ The directing of an economic system as large as 
ours is far beyond the power of any Governmental 
machine.” 

“ The apparatus of Government controls is used to 
guide the economy in the direction indicated by the plan. 
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But the controls cannot by themselves bring about very 
rapid changes or make very fine adjustments in the 
economic structure.” 

“‘ When the working pattern has thus been set, it is 
only by the combined effort of the whole people that the 
nation can move towards its objective of carrying out first 
things first.” 

These are brave words but what do they mean? If the controls 
cannot in fact make the very fine adjustments essential for 
efficient industry, through what agency are the adjustments 
to be brought about ? Under the guidance of what conditions 
and circumstances will the members of the nation go to their 
individual tasks so that, in effect, they move towards the 
prescribed objective ? By following the lead given by Ministers 
in their week-end speeches? By volunteering one week for 
work in the coalmining industry because there seems to be a 
shortage of coal, the next week in the steel industry or in 
transport because shortages have cropped up there ? 

There is, therefore, a gap in the Government's policy 
for anteeing a synchronized industrial system. It can only 
be filled by an efficient free price system. But there is no 
mention of the price system in the White Paper. Moreover 
there cannot be an effective price system if there are a large 
number of physical controls over raw materials, etc. The 
price system cannot come in, except through the black market, 
to cure the mal-distribution of resources inevitable where these 
resources are distributed by administrative edict. 

This impasse is the result of the attempt to crush two 
pictures into the same frame, two different policies into the 
same administrative set-up. 

1. There is the policy of a high and stable level of employ- 
ment as laid down by the Coalition Government in the 
White Paper of May, 1944. This provided for the 
preparation of plans for more spending when unemploy- 
ment threatened. Public investment was to be brought 
in when private investment was inadequate. But no 
control was to be exercised over private investment. 
All this is perfectly consistent with a free price system, 
with consumers sovereignty, with a broad framework 
of Government direction. 

There is the policy of establishing social priorities, 
of embarking upon large scale public investment even 
when it is not necessary for the maintenance of employ- 
ment, of controlling private investment in order to 
produce “ first things first.” This inevitably means a 
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detailed centrally-controlled economic plan in which 
it would be foolish not to have a blue print and with 
which we must be prepared to accept some restriction 
of consumers’ choice and, as many would believe, 
of democratic freedoms. 
The two different concepts of economic planning cannot 
both survive. 


II 

When reconstruction plans were being prepared during 
the War the discussion was dominated by the desire to avoid 
mass unemployment in the post-war world. The recommenda- 
tions put forward by economists to achieve this end were based 
on the Keynesian analysis of the underlying causes of large 
scale unemployment and the measures which should be adopted 
to prevent it. The “ maintenance of effective demand” 
became part of the everyday language of civil servants associated 
with the formulation of post-war economic policy. Most of 
the writings of economists during this period were directed 
towards persuading both the public and the Government 
that the “‘ maintenance of effective demand” could only be 
achieved by State intervention. There was some dispute 
among economists as to the best means of maintaining effective 
demand, but the vast majority favoured large scale public 
investment to fill the gap left by the insufficiency of private 
investment. It was this view which was accepted by the 
Government in the White Paper on Employment Policy of 1944. 

In discussions on the maintenance of “ a high and stable 
level ’’ of employment there was usually a passing reference 
to the fact that, during the period of reconversion, problems 
would be rather different, but there was seldom any attempt to 
explain their nature. In any case the period was usually 
regarded as a short one after which the State would revert to 
its main function in the economic sphere—the maintenance of 
effective demand. The view that the period of reconversion 
would be relatively short grew out of the assumption that, 
because unemployment would be abolished and because of the 
almost automatic increase year by year in productivity, the 
post-war real national income would exceed the pre-war by a 
substantial margin.(') 

It was against this background that the Labour Govern- 
ment took office in June, 1945. Neither the Government nor 
the majority of economists were prepared to deal with the 

1) For example, in Sir William Beveridge’s “ Full Employment in a Free Society % 


Mr. Kaldor estimated National Output in 1948 (at 1938 prices) to be £5,600 million 
compared with actual output of £4,675 million in 1938, an increase of 20 per cent. 





ye 








> 2 i. am ee te be kk kak 


OS & oOo 





.s> owrroeonurwvrn VT Fr eens Faye uM * 


Awa 


—<— 9° 


at a 





5 


economic problems which have arisen during the last 18 months. 
The diagnosis in the “‘ Economic Survey for 1947’ shews 
signs that the Government now appreciates that in present 
conditions its function is to restrict rather than to maintain 
effective demand, and that in present circumstances a large 
scale investment programme is bound to lead to inflation. 

But until quite recently our thinking was beclouded by the 
fallacy that all our difficulties were due to an overall man- 
power shortage. This view led to widespread propaganda for 
the adoption of schemes of increased mechanization as the only 
way of increasing output per head and so overcoming the over- 
all man-power shortage. The fact that the diversion of more 
resources to investment would make the labour problem in the 
under-manned consumption goods industries even more acute 
in the immediate future went unrecognized. Appeals were 
made for more workers to enter the “‘ unmanned ”’ industries 
without any indication of which industries the Government 
regarded as “ overmanned.”’ The failure to relate the man- 
power shortage to the inflationary tendencies in the economy 
resulted in some Ministers telling the country that the infla- 
tionary danger was gradually receding whilst others were 
declaring that the man-power shortage was becoming more 
serious. The failure to recognize our major problems as 
arising from a condition of suppressed inflation was in part due 
to the Government’s own success, through the use of physical 
controls, consumer rationing and price fixing, in preventing 
a substantial rise in prices. But it mistook the prevention of the 
normal outward signs of inflation for a cure of the fundamental 
problem. 

There is evidence in the ‘‘ Economic Survey ”’ that the 
Government has now reached a more correct diagnosis although 
it still avoids the use of the word inflation. Most economists 
now seem to have come to the view, that, due to the recent 
redistribution of incomes and the present accumulation of 
purchasing power in the hands of consumers and private firms, 
the volume of savings which the community would voluntarily 
engage in would not cover by a wide margin the investment 
projects of private business and the Government. It is also 
recognized that the main function of the Government in the 
economic sphere must now be to restrict rather than to maintain 
demand, and that the period during which this will be necessary 
should no longer be thought of as a passing reconversion phase. 
The same problem is likely to be with us for some time. 

Now, if Government economic policy were concerned 
solely with maintaining full employment, the obvious course to 
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pursue in present circumstances would be to cut down public 
expenditure to the minimum, particularly on investment 

rojects. For, if we are thinking only of the maintenance of 
Full employment, as long as private investment is adequate there 
is no case for public investment projects. But it is clear that the 
Government is not prepared to go so far. It declares repeatedly 
in the White Papers that investment must be arranged according 
to “ social priorities ’’ and that “ first things must come first.” 
This implies, as the White Paper recognizes, severe restrictions 
and control of the level and distribution of private investment. 
The control effected by the Capital Issues Committee is not 
sufficiently effective for the purpose, for many businesses have 
sufficient liquid resources of their own to finance their invest- 
ment schemes. This means the continuation of detailed 
physical controls. 

The difficulty might not be so great if the Government 
was prepared to accept some rise in the rate of interest, nearer 
to its natural level. So long, however, as the Government 
pursues a policy of a high level of public investment the increase 
in the rate of interest necessary to restrict private investment 
to the extent desired would be so great that it would have other 
disastrous consequences which would now far outweigh its 
effectiveness in reducing the inflationary pressure. Indeed 
we now, unfortunately, have to regard as lost for ever the one 
weapon for counteracting a boom which had been developed 
before the War. 

No indication is given in the White Paper of the nature 
of the controls that are and will be used to restrict the volume 
of private investment or of how effective they would be. The 
references to the actual and prospective volume of investment 
are most guarded. “ It is too early to say how much capital 
equipment and maintenance work of this sort was done in 
1946.” ‘“* Statistics are not yet sufficiently comprehensive to 
enable the investment expenditure to be estimated with great 
precision.” It is difficult to understand how the level of 
investment can be properly controlled unless the existing level 
is known. 

Even if private investment can be securely controlled, 
the volume of such investment which the Government intends 
to allow, together with the high volume of public investment, 
undoubtedly implies a level of savings higher than the com- 
munity would wish to maintain in present circumstances. 
If this is so, the inflationary pressure will continue and it will 
still be necessary to maintain, and indeed to extend, consumer 
rationing to accord with the necessary volume of savings. 
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This cannot but have further deleterious effects on productivity. 
We succeed merely in preventing the vicious upward spiral 
of prices at the cost of having a vicious downward spiral of 
productivity. With every fall in productivity a given invest- 
ment programme implies a reduced share of the national 
income going to consumption, since the investment industries 
have the greater pull as they already have an ample supply of 
labour. This would necessitate still further restrictions on the 
use of consumers’ purchasing power and lead to a further fall 
in productivity. The vicious downward productivity spiral 
will not be avoided by appeals to the community to work harder. 
It is futile to expect individuals to work harder unless each one 
feels that his own standard of consumption depends on his own 
efforts and that he will get a greater share of the total cake as a 
result of his efforts. 

If the Government persists with an order of social 
priorities different from that which accords with what would be 
the freely expressed wishes of consumers (if they were left to 
spend their incomes as they wished) the economic system can 
only be kept in balance and suppressed inflationary tendencies 
avoided if there is a budget surplus. There is, of course, 
nothing new in this suggested remedy for overcoming inflation. 
But it is unfortunate that we did not recognize earlier that our 
present position is one of boom and inflation instead of a 
special reconversion phase which would pass quickly. The 
only other way of remedying the position would be to curtail 
the volume of investment and defence expenditure and allow 
a substantially larger part of the national resources to be 
devoted to consumption. 

But even now some parts of the “ Economic Survey” 
appear to deny that more investment implies less consumption. 
For there are passages which suggest that the “‘ undermanning ”’ 
of the consumption goods industries is in no way related to the 
expansion in employment in the capital goods, particularly 
the engineering, group of industries. We are told that the 
improvement in the supply of consumers goods in the last 
18 months has been limited “‘ by the slowness of recovery of 
the labour force in the consumer goods industries—especially 
textiles and clothing. . . . There would have been far more 
goods in the shops if more workers had gone back to these 
industries.” Or again in discussing the volume of supplies 
that can be expected in 1947:—‘‘ The shortage of the most 
important manufactured consumer goods such as clothing and 
household textiles, pottery and furniture will necessarily 
continue. A steady effort must be made to increase supplies, 
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but progress will be inevitably patchy and will depend mainly 
upon the extent of fuel and labour shortages in the various 
industries which produce these goods.” No suggestion here 
that the pen ae shortage of consumer goods is in any way 
connected with the decision to have a high rate of defence 
expenditure, of housebuilding and of other investment. How 
do increased supplies of consumer goods rank in the social 
priorities? If they stand below investment and defence, then 
why not tell the public that the Government have decided 
that the consumer should go without increased supplies for the 
time being so that we can maintain a large army and a high rate 
of investment ? Why put the blame on the wicked labour that 
will not go into the industries producing consumer goods ? 

The crux of our economic problem 1s: how do we decide 
on the correct rate of investment and, having decided on it, 
how do we so arrange the flows of purchasing power in order 
to prevent inflation? On these issues we get little guidance in 
the White Paper. We cannot assume that the volume of 
investment laid down in the White Paper is that volume which 
the Government thinks is the correct one in present circum- 
stances. For we are told that “ the ideal distribution of man- 
power would involve changes of such magnitude that it would 
be impossible to bring them about by a means short of complete 
war-time direction ” and that “ balanced national production 
requires a big increase in the labour force of some industries 
and a limitation of the expansion of others.’’ The redistribu- 
tion actually proposed by the Government hardly involves a 
“ big increase.” It would be instructive if we could be told 
what distribution the Government regard as “ ideal” and 
whether this would involve a smaller or a larger part of the 
national output being devoted to investment. 

The only indication of the basis on which the Government 
has chosen the particular rate of investment laid down in the 
White Paper is that all the investment we should like to do 
“cannot be done at once” and that the figure laid down for 
investment represents “ the high level of industrial re-equip- 
ment and building work which must be done.” By what criteria 
has it been decided that this volume ‘‘ must be done,’’ or does 
this merely indicate that this is the volume we are already 
committed to and cannot change in 1947 ? 

Advocates of central economic planning in this country 
have always gone out of their way to explain that such planning 
will be democratic and that the plan will be placed before the 

ople who will then decide whether or not it should be altered. 
he White Paper follows this tradition and states the Govern- 
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ment will “‘ welcome constructive criticism and it is ready to 
modify its plan if a case for doing so is made out.” But on 
this central issue of the allocation of resources between invest- 
ment, defence and consumption it is impossible for the reader 
of the White Paper to arrive at a conclusive view of the alloca- 
tion proposed. In order to do this some estimate is required 
of the level of the real national income expected in 1947 
compared with that in 1946 and 1938. One cannot decide 
whether the proposed allocation in 1947 of 664 per cent. for 
consumption and 20 per cent. for capital maintenance should be 
approved without having some idea of how the resulting level 
of consumption compares with that for (say) the years 1938 
and 1946. But the White Paper gives no guidance on this 
point: it does not even provide figures of the estimated 
National Income in 1946 and 1947. 

If the public is to discuss these proposals intelligently 
it should be presented with alternative allocations between 
investment and consumption. It cannot be expected to know 
what a given percentage change in investment would mean in 
terms of standards of consumption. It could, of course, be 
argued that estimates of this sort cannot be made without 
guesswork and that the resultant figures would be of little 
value. But if this is true, it constitutes an admission that a 
decision about the distribution of resources cannot be taken 
either by the Government or the public on a rational basis 
but must merely be a shot in the dark. 

Whether it is possible or not to decide on the allocation 
of resources on a rational basis, the Government admits in the 
White Paper that it is not easy to bring about this ideal alloca- 
tion. For compared with statements such as “ the present 
distribution of the labour force, by industries and places is 
not satisfactory ; a wide range of industries are under-manned, 
while others are getting too much man-power in relation to the 
faw materials available,’ the actual proposed redistribution of 
the labour force is quite trifling. The changes proposed might 
easily be swallowed up in one of the Ministry of Labour's 
periodic revisions of the figures. Indeed they do not even 
accord with the explanatory paragraphs which accompany and 
follow the table. For example, we are told that “ the building 
labour force should likewise not be expanded much further, 
but more workers are needed to produce building materials,” 
yet the table itself shows an increase of 50,000 for building and 
only 22,000 for building materials. Or again we are told that 

the next greatest need (after coal) is for the expansion of the 
other under-manned industries and particularly of agriculture 
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and textiles,” but that “‘ consumers services are tending to 
attract too much of the man-power that is becoming available 
as the result of demobilization,” yet the table shows an increase 
of 45,000 for distribution and consumers’ services and of only 
39,000 for agriculture and 70,000 for textiles and clothes. 


III 

There is no escape from the dilemma which faces the 
Government. Either it decides that the economic system must 
be run as a result of the “ decisions which are dispersed among 
thousands of organizations and individuals.” It would then 
confine its attention to securing that total effective demand is 
neither too great nor too small, using budgetary policy as the 
principal instrument for achieving this. Within this framework 
the price mechanism would secure the detailed allocation of 
resources, any interference with the operation of the price 
system being limited to the effects which could be achieved 
through taxation or subsidies. In present circumstances this 
would involve using the instrument of the budget as vigorously 
as possible to counteract the inflationary tendencies in our 
economy. The more successful this policy is, the sooner we 
shall be able to abolish the physical controls and consumer 
rationing. The freeing of the economy in this way should 
bring about substantial increases in productivity. Or the 
Government decides that the economic system must be run on 
the basis of “‘ social priorities ”’ with “‘ first things first.” This 
would involve continued interference with the day to day opera- 
tions of business and, in present inflationary circumstances, 
the extension of controls and consumer rationing. But by 
themselves even these measures will not secure that resources 
are allocated according to the wishes of the Government. The 
logical conclusion of such a policy would be the reintroduction 
of the direction of labour and the drawing up of detailed 
production programmes for individual industries with hea 
penalties for non-fulfilment and savage punishment for blac 
market operations. 

Attempts to combine these two alternatives will lead in 
the future, as in the past eighteen months, to confusion of 
thought and confusion of policy. 

JOHN JEWKES. 
E. DEVONS. 


March 8th, 1947. 
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The Economic Regeneration of France. 
By Paul Bareau. 


[N one of his great war-time speeches Mr. Winston Churchill, 
looking forward to the liberation of France, said :— 


** All my life I have been grateful for the contribution 
France has made to the culture and glory of Europe, and 
above all for the sense of personal liberty and the rights 
of man which has radiated from the soul of France. But 
these are not matters of sentiment or personal feeling. 
It is one of the main interests of Great Britain that a 
friendly France shall regain and hold her place among the 
major Powers of Europe and the world.” 


The closing sentence of that passage was a profound 
observation, the truth of which must shine from the dark and 
tragic history of the past twenty years. The economic rebirth 
of France remains the key to the stability of Europe. Western 
Europe is so closely knit and interdependent an economic unit 
that without a healthy economy and stable finances in France 
there can be little hope of the fullest realization of the economic 
potential of its other parts. Moreover, if there is to be any 
effective economic and political co-operation between Great 
Britain and the European community our front door to the 
Continent must open on a reasonably stable scene. Without 
a strong France our own voice in the councils of Europe must 
be immeasurably weakened. It was the recognition of this 
basic fact which created the Entente Cordiale ; the acknowledge- 
ment that it holds more than ever true to-day is implied in the 
new and even stronger Anglo-French alliance that was so 
happily signed at Dunkirk to-day. 

It is not surprising, therefore, that the task of economic 
regeneration in France should be attracting close and sympa- 
thetic interest in Britain—distracted though we may be by our 
own trials and difficulties. The problem is one that cannot be 





I2 


viewed exclusively in economic terms or‘in those of contem- 
porary events. Economic regeneration in France—as indeed 
in most other countries—is as much a moral and political problem 
as one of technical expertise. Nor can its study be dissociated 
from the background and legacy of history. To be more 
precise, no consideration of the financial problem of France 
can disregard the normal attitude of the French citizen in 
his fiscal relations with his Government. This attitude has 
from time immemorial been tainted by a certain grudgingness 
and suspicion which has found its reflection not merely in an 
unwillingness to bear his share of taxation (few taxpayers pay 
willingly), but in conscious attempts to evade his responsi- 
bilities and defraud the revenue. This is not the occasion on 
which to discuss the historical causes and justification of this 
attitude; but its existence must be recognized as a very 
pertinent factor in the present situation. Nor can the monetary 
situation be viewed out of its historical perspective. The 
French have, since the failure of the Poincaré experiment, 
lived in an atmosphere of monetary disintegration. There 
were intervals of stability, in particular the early 1930's, when 
the franc could for a time look down on sterling from the 
superiority of its gold bloc membership. But by and large the 
normal state of affairs has been the expectation and the 
experience of monetary inflation, rising prices and exchange 
depreciation. This has perforce created defensive reflexes 
among French people: an unwillingness to hold franc 
currency ; a reticence about investing in fixed interest bearing 
domestic securities; a corresponding tendency to invest in 
real property and to hoard goods; an even more damaging 
tendency to export capital, to find security in the accumulation 
of foreign currency and in the purchase of foreign securities. 

These habits, not merely ingrained but at least in part 
justified by the behaviour of the franc, cannot be unlearned and 
eradicated in a day. It needs more than a mere psychological 
“‘ shock” to cause the French people to throw them over. 
Their tenacious hold on the French body economic must be 
accepted and allowed for in viewing and assessing the task of 
economic, and more particularly of financial, regeneration 
which lies ahead. 

An appreciation of that task must begin with some 
consideration of the deep physical wounds inflicted on France 
during the War. The Committee of Inquiry into the cost of 
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Occupation, which was established in October, 1944, and 
reported in August, 1945, classified this cost as follows :— 
In Milliard Francs Equivalent at 


Of 1939 Of 1945 value Frs. 480 
value (multiplier 3-4) per £1 


£ millions 

Goods requisitioned .. ae os os, 2,342 4,880 

Destruction due to military operations oe ne 1,832 3,820 

Other damage (mainly domestic disinvestment) 76 258 538 
Personal injuries (capitalized value of pensions 

to dependents and invalids) - .- a 359 748 
Other costs of occupation shouldered by the 

French State ee ey os “ 102 213 

ToTaAL .. ‘a i 1,439 4,893 10,199 





This does not include the damage to the French economy 
caused by the deportation of forced labour to Germany. The 
capital losses to which a monetary value could be put were 
estimated by the Committee at Frs.850 milliards (of 1939 value), 
or 42°5 per cent. of the national capital, estimated at Frs.2,000 

These bare figures, however impressive, do not convey 
the extent and character of the devastation which overtook the 
French economy during the occupation and in the liberation 
campaign. First and foremost has been the loss in manpower 
—a loss to which France must be particularly sensitive, given 
the long-declining trend of the birth-rate. Military casualties 
were 200,000 dead and 230,000 permanently crippled. Of 
the civilian population, 450,000 were killed and 355,000 
invalided as a direct result of the War. During the occupation 
no less than 2} million Frenchmen were imprisoned or deported 
for forced labour. With this loss of manpower there went a 
persistent spoliation of French resources. Stocks of food and 
raw materials were exhausted. Machines were worn out 
working for the German war effort, and suffered from complete 
lack of renovation. French industry, by no means up-to-date 
in its equipment in 1939, thus emerged from the period of 
Occupation in a sad state of disrepair. Many of its best units, 
and those therefore which could be of greatest use to the enemy, 
had been damaged by Allied air bombardment or by sabotage 
from the French resistance. During the liberation campaign 
French communications suffered devastating, in some areas 
utterly obliterating attacks. Railway equipment was bombed, 
and much of what was not damaged retreated with the 
Germans. Bridges were destroyed. 
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Beneath this physical damage there had taken place a 
more pervasive, less apparent, but none the less nefarious, 
undermining of the whole currency position. During the War 
the Germans had levied euphemistically called ‘ occupation 
costs’’ and had accumulated clearing debts towards France 
which amounted altogether to some Frs.450 milliards. The 
bulk of this had to be financed by direct advances from the 
Bank of France to the State, since the normal taxation system 
and capital market were largely paralysed during the occupa- 
tion. By the liberation it was found that the advances made 
to the Government by the Central Bank amounted to Frs.426 
milliards. They were funded at this figure and they have 
since remained in the Bank of France return—the largest 
single asset and the main counterpart of the much expanded 
note circulation. 

France, therefore, emerged from the period of occupation 
with heavily depleted manpower, bled of its stocks of raw 
materials, with worn-out industrial equipment, with a system 
of transport so disorganized and damaged that the various 
regions of the country had, in effect, become self-contained, 
isolated units, where the writ of the capital could hardly be 
made to apply. And beneath all this there had grown a large 
inflationary potential kept in check during the occupation by 
a régime of price and wage controls backed by all the sanctions 
of a ruthless military government. Despite this control on 
prices there had developed an extensive black market in which 
the inflationary potential was to some extent reflected. There 
had also grown up a propensity to evade the controls and to 
indulge in black market transactions, which during the occu- 
pation could be interpreted in terms of the highest patriotism; 
but they created habits and opportunities of making profits 
which were bound to outlive the justifications that could be 
pleaded for them when every loaf of bread sold or bought in 
the black market was a loaf snatched from the Germans. 

This was the grim situation that faced the Provisional 
Government. It was a situation which called foremost for 
elementary first-aid remedies. 

First, to restore communications; to bring food to the 
towns; to get coal and provide sources of heat and power; 
to begin the resuscitation of the prostrate body of French 
industry. These were real and urgent tasks to be put in hand. 
But no less important should have been the task of providing 
the basis of monetary stability on which all the subsequent 
reconstruction was to be effected. “ First things first” is an 
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admirable motto and one which in the dire circumstances of 
the immediate post-liberation period imposed itself on the 
French authorities. But among the “ first things,” a higher 
priority should have been given to the problem of ensuring that 
the explosive inflationary potential in France was kept under 
control, that prices and wages did not break too sharply from 
the levels at which they had been controlled during the occupa- 
tion. The urgency of some such policy of stabilization should 
surely have been emphasized by all the lessons which the 
pre-war monetary history of France had to teach. If there 
was to be a definite break from the psychology of inflation, then 
was the time to make it, when all the fervour and patriotism 
evoked by the liberation could have been harnessed to a new 
stabilization operation. 

The French authorities were not oblivious to the problem 
ofthe franc. In this, as in other respects, they were determined 
to demonstrate their right to be regarded as a Great Power and 
they followed their familiar politique de prestige. When 
French North Africa was liberated the local currency was 
given an exchange value of 300 francs to the pound sterling, 
as compared with the rate of 220 francs previously fixed for 
the currency of the French colonial territories owing allegiance 
to General de Gaulle and with which the Allied nations con- 
tinued to trade throughout the War. The rate of 300 francs 
to the pound and 75 francs to the dollar had been fixed largely 
on American and British initiative. 

The French authorities protested vehemently against it. 
They recognized this precedent which the figure set for the rate 
of exchange that would later have to be fixed when metropolitan 
France was liberated and they pressed for a rate giving the 
franc a higher value. They were successful, and the rate was 
altered to 200 francs to the pound and 50 francs to the dollar, 
leaving for a time the disparity between this figure and the rate 
of 220 francs applying to the ‘“‘ De Gaulle ”’ territories. 

With the landing of the Allied armies in metropolitan 
France in the summer of 1944 the rate of 200 francs to the 
pound and 50 francs to the dollar was fixed. This was aiming 
high, given the extent to which the franc had been inflated 
during the occupation, but it was a choice that could be justified 
in the prevailing circumstances. In the first place, a rate of 
exchange had little commercial significance at that time, when 
France was still in process of liberation and could not engage 
in foreign trade. A high value for the franc would tend to 
keep down the amount of French currency into which American 
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and British soldiers converted their pay and the extent to which 
their expenditure would denude an already ill-stocked country, 
For many months France would perforce be a heavy importer 
and a negligible exporter. This provided an added reason 
for giving the franc a high value in this abnormal period. 
Further, it was argued that a high exchange value would build 
domestic confidence in the currency and thus help to neutralize 
the inflationary potential, and to hold prices at the level at 
which they were left by the occupation authorities. 

All this constituted an impressive brief for the rate of 
200 francs to the pound. But the choice demanded con- 
sequential actions and policies from the French authorities, 
in particular a wage policy that would give French costs some 
semblance of equilibrium with those in other countries, and a 
currency policy designed to immobilize a large part of the 
monetary circulation. The prestige rate was decided upon, 
but neither of these essential conditions of its persistence was 
satisfied. As soon as the liberating armies reached Paris the 
provisional French Government announced a 4o per cent. 
increase in all wages—the first of a number of repeat per- 
formances. Nor had any plans been made for a monetary 
purge of the type that was later to be applied in Belgium and 
the Netherlands. 

The arguments in favour of such a purge were many. 
Apart from its bracing effect on the currency situation, it 
would have provided an approach to the inquisition into 
suspiciously large accumulations of currency during the 
occupation, to heavy retrospective taxation of profits made 
during this period and, perhaps, to a capital levy. Admittedly, 
it would have been an unpopular move. To make it called for 
a courage which, unfortunately, was found wanting. If the 
purge were made at all it had to be made quickly, and the 
French authorities pleaded the excuse that the rapid execution 
of such a move was put out of court by the disorganized 
communications (though the damage to these did not prevent 
the launching, and the comparative success, of a large liberation 
loan before the end of 1944). 

This non possumus attitude was later elevated to the rank 
of a conscious policy which argued that in the abnormal 
situation of France, with so great a disproportion between the 


volume of goods and the volume of money, no restoration of 


equilibrium was possible through action on the volume of 
money ; the position must be balanced gradually by restoring 
the supply of goods. That was the easy way out and it evaded 
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action that would have aroused strong popular resentment. 

The reasoning was false as well as pusillanimous because 
it ignored the fact that the manufacture and distribution of 
these additional goods would create its own income and 
would add to the already redundant volume of money. 

The decision was momentous. It made it certain that 
France would not use the moral and intellectual stimulus of 
the liberation to take the hard road of monetary regeneration, 
but would slip all too easily into the pre-1940 ways of inflation 
and devaluation. It was a decision, albeit a negative one, 
which was to colour the whole of the reconstruction, and in the 
light of which both its achievements and the prospects of its 
further progress must be viewed. Faulty monetary policy thus 
had its influence on the progress and character of French post- 
war reconstruction. Its rdle must not, of course, be exaggerated. 
There were physical obstacles to reconstruction, notably the 
shortage of coal, whose immediate effect on the pace of recovery 
was far greater than that of monetary instability and lack of 
confidence in the franc. But let it be said immediately that 
while the lack of coal, and even of manpower, may soon be made 
good, the more insidious undermining effects of financial 
insecurity are likely to be more permanent. 

Before noting the progress made in the task of reconstruc- 
tion, mention must be made of the domestic political setting 
in which this reconstruction has taken place and which has 
given that reconstruction its character. France, as so many 
other occupied countries, moved well to the Left while under 
German domination—if only because the Right became 
identified with Vichy, Petainism and collaboration. The 
returning Provisional Government had to adapt itself to this 
political atmosphere, uncongenial as it may have been to some 
of its members, 

A considerable programme of nationalization was therefore 
setin motion. The nationalized sector now embraces the coal 
mines, the railways, gas, electric generation and distribution, 
important sections of the engineering industry, the Bank of 
France, the four large deposit banks and the insurance 
companies. In some cases nationalization has so far made very 
little difference either in the organization or management of 
the industries concerned—banking is a case in point. The one 
feature which seems to be common to the newly nationalized 
sector is that it appropriately signalized its new political 
complexion by immediately “ going into the red.” The 
National Coal Mines Corporation and the National Electricity 
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Board are now incurring appreciable losses. The same is 
reputed to be true of the nationalized banks and insurance 
companies. 

The recovery of French production from the stagnant 
level of the immediate post-liberation period has been con- 
siderable, as indeed it had to be if life was to be kept going at all, 
The following table shows the progress made in some of the 
more important sectors of industry. It also shows how far 
short the volume of production still falls of the pre-war level— 
itself inadequate to the contemporary needs of France and 
even more inadequate to the present requirements of wholesale 
industrial re-equipment and of the endangered balance of 
payments :— 


Unit 1938 1945 1946* 

Coal .. sn ax (million tons) 47-6 35-1 50 
Electricity .. an (milliard kwh.) 116 10-3 13 
Steel .. ee oe (million tons) 6-2 1-5 4-2 
Pig Iron es oe oo - 0:7 0:2 0:5 
Cement ~ a 3-8 1-5 3-0 
Agricultural Machinery (thousand units) 2-7 1-3 3-2 
Motor Cars .. Pe ‘ 199 1-5 27 
Trucks “s in ae 25 32-2 75 
Cotton Textiles en (thousandtons) 220 62:5 150 
Woollen Goods ~ ‘o 100 56 110 
Silk and Rayon Yarn 

and Cloth .. o 59 29-7 50 
Index of Industrial Production. os 100 43-5 77t 

* Estimates. t Actual, first seven months. 


The short-fall on the figures for 1938 must be seen in the 
light of the facts that on the eve of the Second World War nearly 
one-third of French industrial production capacity was not 
employed and that a French worker produced, on the average, 
only one-third in a given time as an American and two-thirds 
as much as a British worker. This sets the gauge for measuring 
the progress that has still to be made if French production 1s 
to achieve all that is expected of it and reach the objective set 
out for it in the Plan of Modernization and Re-equipment 
drawn up by the Commission presided over by M. Jean Monnet. 

But before considering the Monnet Plan, which now holds 
the field as the testament of French industrial and economic 
resurgence, it will be well to retrace our steps and view the 
developments in the sphere of currency, wages, prices, budget 
and balance of payments since that fateful decision was made 
to fix the rate of exchange at 200 francs to the pound while 
doing nothing to underpin that rate. The basic elements in 
the situation can be stated quite briefly by comparing the 
expansion in the French monetary circulation and the rise in 
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prices with the similar phenomena in Great Britain. Taking 
1938 as equal to 100, the French index of wholesale prices in 
September, 1944 (immediately after the liberation of the 
capital), was 290, while hourly wage rates were 163. On the 
same basis the index of the monetary circulation stood at 520. 
The comparable indices in Britain were 172 for prices, 144 for 
wages and 251 for circulation. There was some chance of 
holding the rate of exchange provided action were taken to 
reduce that swollen index of the circulation and to hold the 
price-wages line. But that chance slipped away with the grant 
of a 40 per cent. over-all increase in wages to signalize the 
liberation. Prices soon caught up with that increase and 
demanded a further 30 per cent. rise in wages in April, 1945. 
By the end of 1945 the wage index had risen to over 370 and the 
price index to 497, where it had almost caught up the circulation 
index, which stood at 515. 

It should be noted that the circulation index had fallen 
to 425 in August, 1945, following the exchange of old notes 
into new, an operation made at par but which acquired some 
contractionist virtues largely because many illegally or dubiously 
acquired old notes were never presented for conversion and, 
therefore, were lost to the circulation. 

But this fortuitous deflation was soon lost in the rising 
ground swell of the currency. In December, 1945, the position 
was found to be untenable and the franc was devalued at one 
stroke to 480 francs to the pound sterling and 119-11 francs 
to the dollar—rates which remain effective to this day. 
Unfortunately the expansion of currency and rise in prices 
and demands for increased wages did not stop with this 
devaluation. By the end of 1946 the monetary circulation 
index had risen to 650 and the index of prices to 700. Mean- 
while, demands for additional wages are still being pressed and 
reinforced by sporadic strikes. 

The main source from which inflation of the currency has 
proceeded is the budget deficit. Since 1939 the deficit has 


been as follows :— 
In Million Francs 


Budget Occupation Total 

Deficit Costs Deficit 
1939 .. ee 86,762 _ 86,762 
Bowe 4s o 131,604 80,650 212,254 
1941 .. oe 30,755 143,500 174,255 
1942 .. os 26,729 155,426 182,155 
ee oe 14,552 271,441 285,993 
aeee 6s én 96,718 188,933 285,651 
1945 .. oe 203,269 4,030 207,299 


1946 .. oe 213,719 1,409 215,128 
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Despite the disappearance of so-called “ occupation 
costs ’” which were the main cause of monetary expansion from 
1941 to 1945, the budget deficit for 1946 was running at well 
over Frs.200 milliards, and that for 1947, according to present 
indications, may be twice that figure, including Frs.100 
milliards for the ordinary budget, and between Frs.300 
milliards and Frs.350 milliards for extraordinary expenditure 
(mainly capital outlay). The budget problem which lies at 
the root of the problem of monetary instability is thus far from 
solved. Its solution is far more a moral than a technical 
problem. The nominal rates of taxation in France are high 
enough to cover the reasonable expenditure of the Government. 
The fault is that this taxation only hits a part of the income that 
should be liable to it. The rest, far too large a proportion of 
the whole, escapes taxation through the ingenuity and evasive 
tactics of the citizens. 

It has been said that “ France is a country where excessive 
taxation is fortunately tempered by fraud.” The amusing irony 
of the phrase veils a profound and unpleasant truth. Just 
as the Frenchman has developed defensive reflexes against the 
dangers of monetary instability, so he has acquired habits of 
fiscal dishonesty which spring from a long history of financial 
mismanagement by French Governments. There is no real 
confidence that the money entrusted to the State will be used 
wisely or with the thrift with which the average Frenchman 
handles his own resources. Hence the combined attempt to 
escape taxation and to export capital; hence the monuments 
to ingenuity created by trusts and holding companies registered 
in Switzerland, in Luxemburg, in Liechtenstein, in any country 
where anonymity will be respected and where the true beneficiary 
holders may lie hidden under several layers of intervening 
nominees; hence the popularity of that most discreet form 
of investment, the bearer security. 

Only a rebirth of confidence in the capacity of the French 
Government to handle its financial policy with vigour and 
efficiency and in the integrity of the whole administrative 
machine will defeat those fundamental, moral ills from which 
the French finances have suffered so long, and are still suffering. 
It is asking a lot, especially from an administration based on a 
somewhat uneasy and unnatural coalition, and working a new 
and utterly untried constitution to improve this confidence and 
succeed where so many previous French Governments have 
failed. But nothing will be lost by stating this really funda- 
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mental problem of France in its simplest terms: if recon- 
struction is to succeed there must be a revival of confidence 
in the financial capacity of the French government, and this 
in turn must lead to a drastic diminution in tax evasion and 
other fraudulent practices that have dogged the fate of far 
too many French admiuistrations. 

Among the immediate problems to be solved is that of the 
French balance of payments. A substantial deficit was bound 
to occur in the transition period. It was a deficit which would 
manifest itself both against the dollar and the sterling areas. 
The dollar deficit has hitherto been met by a Lend-Lease 
termination credit of $550 million, an Export Import Bank 
credit of $650 million, and substantial sales of gold by the 
Bank of France through the French stabilization fund. At the 
moment France is again short of dollars and is impatiently 
waiting for the International Bank to get into its stride. France 
heads the queue of potential borrowers from that institution 
with the demand for a loan of $500 million. 

The deficit with the sterling area was handled through 
the Anglo-French Financial Agreement of March, 1945, which 
provided for reciprocal credits of £100 million or the franc 
equivalent for the ensuing year. France used not merely the 
permitted quota, but about £150 million in the first twelve 
months. The agreement was renewed on terms which ill 
befitted the creditor who, in this instance, had recently received 
far more generous treatment when he had appeared as the 
borrower in the Washington loan negotiations. France 
reduced the debt to £110 million by a gold payment of £40 
million and undertook to repay this balance over three years 
in addition to meeting her current payments in gold, or if 
necessary by the transfer of sterling securities. Those stringent 
conditions have since been considerably softened and, in 
particular, the repayment of the accumulated debit has been 
postponed to the years 1950-1961. Since September, 1946, 
when the financial agreement was negotiated, the financial 
and economic relations between France and Britain have been 
on a far friendlier footing, and problems of common and 
mutual economic interest are kept the subject of almost 
constant discussion between representatives of the two 
Governments. 

France’s balance of payments difficulties are expected to 
last until the year 1950. The main items in this balance have 
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been estimated by the French Ministry of Finance as 
follows :— 
In Milliard Francs * 
1946 1947 1948 1949 1950 
CURRENT ITEMS— 








Expenditure oo 345-5 360 -5 345 316 306 
RECEIPTS— 
Exports .. re 80 147 192 240 264 
Tourists .. as 3 18 33 36 38-5 
Others .. os 14-5 7-5 5 4 3-5 
Total “a 97-5 172-5 230 280 306 
Deficit < 188 115 36 — 





* 1 milliard francs =about £2 millions (at exchange Frs.480 = £1) 


Even these estimates, which stretch optimism rather far, call 
for heavy external borrowing in the immediate future. It 
should be noted, however, that a large part of France’s overseas 
securities remains untouched. France has not to this day 
succeeded in achieving the effective mobilization of her 
nationals’ foreign investments, which in Britain was effected 
within a few days of the outbreak of the War in 1939. To that 
extent the French complaints about the harsh treatment 
meted out to France in successive Anglo-French financial 
agreements lose some of their weight. The mobilization of 
those assets, many hidden in virtually inaccessible hoards, is 
merely part of the question of confidence about which enough 
has already been written above. 

The Monnet Plan sets squarely before the French people 
the choice of modernization or economic decadence. It is 
presented in a document of great lucidity and logic which lays 
down a four-year programme of re-equipment for the six 
“key ”’ industries: coal, power, steel, building materials, 
agricultural machinery and transport. The plan deals essen- 
tially with the physical concepts and technique of the task which 
it sets before France: of restoring the 1938 level of production 
by the end of 1946 ; of reaching by the middle of 1948 the level 
of 1929 (which exceeded the 1938 figure by a quarter); of 
reaching by 1950 a level 25 per cent. higher than in 1929. 

The plan deals with the realities of productivity, and 
M. Monnet places high among these realities the need for 
monetary stability: “‘ Of all the conditions required for the 
realization of the plan, none is more fundamental than the 
stability of prices and of the currency. That stability is 
indissolubly linked to the equilibrium of the budget covering 
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the current expenditure of the State.””, And M. Monnet adds, 
in the only underlined passage of his letter of transmittal, 
that the necessary change in the situation can only be obtained 
“if as from 1947 effective balance is achieved between the 
current expenditure and income of the Government.”” (Unfor- 
tunately, the estimates say it will not be achieved.) Nor does 
M. Monnet neglect the psychological intangibles of the act of 
reconstruction and modernization: ‘‘ La modernisation n’est 
pas un état de choses, c’est un état d’esprit.”” The plan is 
based on an assumption of hard work and, in particular, on the 
48-hour week. One of the most telling lessons of the statistics 
presented in the report is how well they depict the industrial 
stagnation of the 1930’s when M. Blum was fighting for the 
40-hour week. A reassuring development in this context is to 
find the Communists who now control the Conféderation 
Générale du Travail—the French T.U.C.—supporting this 
temporary retreat from the 4o-hour week and backing the 
48-hour week. 

The Monnet Plan calls not merely for harder work, it 
also calls for the diversion of a large proportion of the national 
output to capital investment and for corresponding curtailment 
of consumption. The Plan envisages capital investment 
amounting to Frs.2,250 milliards for the four years 1947 to 1950, 
a total which would represent between 23 and 25 per cent. of 
the estimated national income for those years. (The last figure 
may be compared with the 20 per cent. of the British national 
income which it is hoped to devote to capital equipment and 
maintenance in 1947.) Those are high relative savings to ask 
of democratic communities and, in the case of France, the 
target appears all the higher given the prevailing suspicion of 
the currency and the consequent deterrent to genuine saving. 
The main challenge which the Monnet Plan throws to France 
is whether a democracy, while maintaining the essential 
economic freedoms of the individual—the right to earn his 
living as he wishes and to spend as he wishes—can impose so 
great a curtailment of consumption now in order that plant 
may be modernized and more may be produced and con- 
sumed in the future. This is a choice which faces not only France 
but Britain and every democratic country that has to make good 
damage sustained during the War. 

_ The answer to this challenge will largely decide what 
kind of economic system will ultimately impose itself on the 
countries of Western Europe ; for if our democracies are found 
wanting in their response to the need for devoting an abnormally 
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large part of current production to capital investment, leaving 
an uncomfortably small share for current consumption, they 
will either find themselves sliding into decadence or their 
political régimes may have to make way for systems where the 
choice of the individual matters far less and the dictate of the 
State far more. 

Seeing how much is at stake it is doubly unfortunate that 
the Monnet Plan should have been launched in such unpromis- 
ing monetary circumstances. M. Blum, during his brief tenure 
of office as head of the Government, began an experiment— 
which still holds the field at the time of writing as “‘ l’Experience 
Blum ’’—to arrest the rise in prices and bring about the 
desired deflation by the “* psychological shock ”’ of ordaining 
a 5 per cent. cut in all prices, to be followed a little later by a 
further 5 percent. The reasoning that underlay the experiment 
was that the rise in French prices had so considerably out- 
stripped the expansion of currency and credit that it would 
need no more than the shock of an initial decline in prices to 
arrest the expectation of further monetary depreciation and 
to re-establish a proper ratio between the level of prices and 
the volume of money. There was nothing new in this pheno- 
menon of disparity; it has been the experience of every 
depreciating currency that it lost value faster than it was being 
inflated. The cure in such cases is to attack the root of the 
evil; and thisin nearly every case is the budgetary deficit in the 
financing of which additional purchasing power is being created. 

Psychological measures have an important part to play 
provided they reinforce more fundamental remedies; but to 
expect psychology alone to cure inflation, especially when the 
real causes of inflation remain, is to expect too much. The 
immediate response to the Experience Blum has been decidedly 
mixed. The initial 5 per cent. cut in prices was made at the 
beginning of 1947 and a second similar cut was decreed to 
take effect on the 26th February. It is still too early to pass 
judgement on this bold—if somewhat superficial—experiment. 
The decreed reductions have taken effect over the whole sector 
of published and controlled prices. They have had less impact 
on the uncontrolled or free markets and in certain cases special 
exemptions have had to be made. Meat, for example, dis- 
appeared from the markets after the first cut and only 
reappeared as the result of arrangements by which farmers 
were authorized to market a larger part of their sales at free 
prices. The farming community, as a whole, has shown poor 
co-operation in making a success of this experiment. Nor 
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has it been possible to avoid labour troubles and to maintain 
that stability of wages which should have been the essential 
and indispensable parallel of any attempt to lower commodity 
prices. This has not deterred the French authorities from 
pushing forward with their experiment even though, as 
M. Ramadier has pointed out, the second 5 per cent. cut must 
be even more difficult and painful to apply than the first. 

The success of the experiment must depend largely on its 
effectiveness in unfreezing the hoarded stocks of foodstuffs 
and raw materials which now clutter up the whole chain of 
distribution—from producer to consumer. Distrust of the 
currency and unwillingness to hold francs, allied to the controls 
on the export of capital, have led to hoarding of goods at every 
possible stage of distribution. The farmer refuses to sell his 
produce ; the wholesaler and retailer delay their sales as much 
as possible in the hope of getting higher prices when they do 
sell ; the manufacturer piles up as large a stock of raw materials 
and semi-manufactured goods as he can secure. Meanwhile 
the ultimate consumer waits for his goods, the townsman goes 
short of the food which is held back from the shops, more 
trade is attracted to the black market, and the spiral of scarcity 
and rising prices is given another twist. 

Apart from the decreed reductions in prices, measures of 
similar admonitory character have been taken: sample shops 
have been established where goods—if available—are obtainable 
at the correct prices ; consumers’ committees have been set up 
to visit shops and report infringements of the regulations to the 
authorities ; the Bank of France has instituted a differential 
discount rate system and has raised the price of accommodation 
for financing goods in stocks (as contrasted with goods in 
circulation). 

__It would be unfair to view this experiment in any defeatist 
spirit. Its failure or success means too much to France’s 
neighbours, as well as to France herself, to condone such an 
attitude. But it would be equally unfair to silence doubts 
about a strategy which places so much dependence on the 
intangibles of psychology while it does so little about the real 
ponderables of the situation. The Blum experiment and the 
Monnet Plan that is anchored to it will be followed with the 
greatest interest and sympathy in Britain—not least because 
the issues involved reflect at many points the very problems 
with which we ourselves will be grappling in the fateful and 
difficult months ahead. 


4th March, 1947 (Treaty of Dunkirk). 


PauL BAREAU. 
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The Report for the Trade Discussions 
By A. Loveday 


T its meeting in London in October and November, 
A 1946, the Preparatory Committee began the construction 

of yet another turret to that strange piece of Scots Gothic 
which is the United Nations. The whole design of Allied 
policy since its first adumbration in the Atlantic Charter has 
implied the intention of some such structure in order to give 
to the United Nations edifice, despite its cumbersome mass, 
a certain coherence and logic, rhythm and proportion. But 
necessary as this architectural addition may be, it is not more 
than an addition. The success or failure of the United 
Nations Organization as a whole will depend on the willingness 
and the power of Governments to achieve political security. 
Without such security the best trading system imaginable 
will fail to restore prosperity. 

The Economic and Social Council had instructed the 
Preparatory Committee to elaborate a draft convention and 
suggested that this convention should include agreements 
relating to (1) the achievement and maintenance of high and 
stable levels of employment ; (2) regulations, restrictions and 
discriminations affecting international trade; (3) restrictive 
business practices ; (4) inter-governmental commodity arrange- 
ments ; (5) an International Trade Organization. To these 
five subjects the Committee on its own initiative added (6) 
Industrial development. 

The Report(') drawn up by the Preparatory Committee for 
consideration by the Trade Conference to be held later takes 
the form of a draft Charter with explanatory notes, and is 
divided into six chapters, one for each of these resulting six 
subjects. When considering this Charter, it is well to remember 
that the duty of the Preparatory Committee was limited to 
constructing an additional turret, which had to conform with a 
general design already agreed. Thus at San Francisco, Govern- 
ments had committed themselves to maintaining full employ- 
ment and to promoting the industrialization of less developed 
areas. At Bretton Woods the International Bank for Recon- 
struction and Development had been conceived in order, 
in part, to facilitate industrialization. At Bretton Woods also 
a multilateral system of payments through the International 


(‘) Report of the Preparatory Committee of the United Nations Conference on 
Trade and Employment, H.M.S.O., January, 1947. 
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Fund had been created as a pre-requisite for a multilateral 
system of trade, and, in a resolution of that Conference, the 
United Nations had promised to reduce obstacles to trade 
and to secure the orderly marketing of staple commodities. 
At Washington certain Governments had at an earlier date 
formally agreed under Article VII of the Mutual Aid Agree- 
ments to reduce tariffs and do away with all forms of discrimin- 
ation in international trade. The final step in the execution 
of this whole policy will be taken soon when the Conference 
on Trade and Employment is convened at Geneva. Its object 
is to set up an International Trade Organization and to estab- 
lish the trading system that was recommended at Bretton Woods 
and that the Fund was intended to serve. 

The Charter submitted by the Preparatory Committee is 
based, apart from the chapter on industrial development, on 
a draft prepared by the United States Government, in which 
the Proposals for Expansion of World Trade and Employment, 
transmitted by the State Department to a number of Govern- 
ments in December, 1945, are elaborated. It is, as I have said, 
divided into chapters and although the fourth chapter on 
industrial development breaks the sequence of thought to 
some extent, I shall follow the order adopted in so far as 
possible. 

THE AVOIDANCE OF UNEMPLOYMENT 

The main purpose of this chapter is to lead up to the 
escape clauses in the chapter on commercial policy by empha- 
sizing the importance of maintaining employment. Each State 
is to be left free to adopt what measures it will to attain full 
and productive employment so long as those measures do not 
run counter to the general purpose of the Charter. The most 
that is demanded by way of international co-operation is that 
Members should help the Economic and Social Council in 
any arrangements it may make for the collection of information 
about employment policies and business trends and “ for 
consultation with a view to concerted action . . . in the field 
of employment policies.” 

The Economist has described this chapter as “a sort of 
Economic Kellogg Pact ’’ and the wording I have just quoted 
is in fact weaker than that already adopted by the Economic 
and Social Council, which has instructed its Economic and 
Employment Commission to advise it about “‘ the promotion 
of full employment by the co-ordination of national full employ- 
ment policies and by international action.” Maybe that this is 


‘ 
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not more than a question of words ; but it is notwithstanding 
regrettable that the latest terminology should be less clear and 
emphatic than what has already received the stamp of official 
approval. 

The Committee does, however, supplement this chapter 
by a draft Resolution suggesting that the Economic and Social 
Council should consider other measures outside the competence 
of the Trade Organization, for attaining and maintaining full 
employment, and mentions four possibilities :— 

(a) The concerted timing of national and international measures to 

influence credit conditions and terms of borrowing. 

(6) National or international arrangements to promote stability in the 
incomes of producers of primary products. 

(c) The timing of capital expenditure on projects which are of an 
international character or internationally financed. 

(d) The promotion of an international flow of capital to those countries 
whose balance of payments needs temporary support owing to 
deflationary pressures. 

This Resolution would seem to be a faint and bashful 
reference to the recommendations of the League of Nations 
report on anti-depression policy—Economic Stability in the 
Post-War World—in which the general co-ordination of 
national policies was unhesitatingly recommended, buffer- 
stocks were proposed as one amongst other income stabilizing 
devices and contra-cyclical foreign lending by both Govern- 
ments and international organs was advocated. Nowhere in 
the Preparatory Committee’s report does the term “ buffer- 
stocks’ occur; but as a whole chapter of the Charter is 
devoted to commodity arrangements, which presumably are 
intended to stabilize the income of the producers of primary 
products, it may perhaps be inferred that a reference to them 
is implied in the very general wording of the second paragraph 
of the Resolution just summarized. 

While this draft Resolution is, or may become, important 
it remains true that the full employment policies of the Trade 
Organization itself as now proposed will be mainly negative. 
Governments promise to do their best to maintain economic 
activity, to explain what they are doing and to consult. If any 
country fails to maintain activity at home, or even if it succeeds 
but in spite of that success causes the boreal blasts of depression 
to blow elsewhere, other countries may wrap their shoulders in 
protective plaids. They may abandon their commercial 
liberalism, they may even withdraw their M.F.N. promises 
and discriminate against Mount Hzmus. 
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On this right to discriminate the delicate balance of the 
whole Convention depends. This right is at the same time 
in part a natural complement to the discriminatory clauses 
of the Articles of Agreement of the International Monetary 
Fund. The Fund may authorize any Member to impose 
limitations on the freedom of exchange operations in a scarce 
currency. Under the Charter two distinct forms of discrim- 
ination are foreseen, of which one is complementary to the 
Fund’s powers, while the other is much more far-reaching. 

To make this difference clear it is necessary to anticipate 
much of what might more suitably be discussed when we reach 
the chapter on commercial policy. But the point is so important 
that it may be preferable to clarify it immediately. 

Members are entitled to impose quantitative restrictions 
to stop or forestall an “‘ imminent threat of a serious decline 
in the level of monetary reserves,” or to reconstruct them 
when reserves are very low. They may also impose such 
restrictions when another Member is applying restrictions in 
a manner inconsistent with the Charter. But after the transi- 
tional period they cannot render such restrictions dis- 
criminatory except with the authorization of the Fund and on 
the condition that trade is thereby increased at a time when 
their reserves are threatened. 

On the other hand the Trade Organization may, under the 
so-called Nullification Clause, authorize a Member to “ suspend 
the application to another Member or Members of . . . specified 
obligations and concessions”” when it is “ suffering from 
deflationary pressures caused by the lack of effective demand 
for its goods from abroad.” A simple shift in demand from 
one commodity to another owing to some technological change 
may obviously cause such suffering. The Fund may act under 
its articles only when there is “‘ a general shortage of a particular 
currency,” that is when a country is causing or likely to cause 
depression. The Trade Organization may act when one or 
more countries is suffering from depression, whatever the cause 
may be. There need, therefore, be no villain in the Trade 
Organization’s piece. 

_ Discrimination must be authorized ; no prior authoriza- 
tion is required for the imposition of quantitative restrictions 
when reserves are threatened, though consultation with 
the Trade Organization is required. But once imposed 
any Member is entitled to protest, the Organization must 
investigate the complaint and may recommend the withdrawal 
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of the restrictions. If it does make such a recommendation 
and it is ignored, other Members are released from their 
obligations to the recalcitrant. This sounds severe ; but as the 
Organization is precluded from recommending the withdrawal 
of restrictions on the grounds that the Member’s exchange 
difficulties could be overcome by a modification of its ““domestic 
employment, reconstruction, development or social policies,” 
neither sin nor stupidity can be punished so long as it is 
sufficiently inflationary to cause a loss of reserves. Only when 
there is a “ persistent and widespread application of quantita- 
tive import restrictions’ may the Organization “ initiate 
discussions to consider whether measures might not be taken... 
to remove the underlying causes of the disequilibrium.” 
The Preparatory Committee puts forward no claims that the 
Trade Organization should be the body concerned with the 
prevention of depressions, but only suggests that it might 
help to clear up the mess when threatened countries have 
effectively blocked the channels of trade. Perhaps it is right 
in staking no ambitious claims ; but it might at least have made 
it clear, in the Charter or in the notes or in a resolution, that 
it does assume that the job will be done and done effectively 
by some other body. 


ECONOMIC DEVELOPMENT 


Most of this chapter consists of a benediction on 
industrialization and promises of help. But through it and 
the explanatory notes run two leading ideas, both of which 
are essentially sound. The first is that a country that wishes 
to industrialize should be entitled to demand release from 
tariff and other commitments into which it has entered. The 
second is that the success of any endeavour to establish a 
new industry cannot be assured by commercial protection 
alone, but will necessitate technical and very possibly financial 
assistance and the elaboration of a logical plan of development. 
It is suggested that the Trade Organization should be equipped 
to aid States in working out their plans ; and it is very properly 
observed that the experience thus gained would greatly enhance 
the competence and value of its Secretariat. 


COMMERCIAL POLICY 


The chapter on commercial policy is incomplete. A 
number of sections on questions of secondary importance 
such as tariff valuations, customs formalities, etc., and two 
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other sections of crucial importance remain to be drafted. 
The two vital sections relate to countries with a complete 
Government monopoly of trade and to the treatment of the 
trade of countries which do not adhere to the Convention. 
On the first of these two points the American draft proposed 
that such a State should undertake, against tariff concessions, 
to import from other countries an agreed aggregate of products 
at an agreed valuation. This proposal, which would not 
seem to avoid the risk of dumping by the State monopolist, 
is reproduced in the Committee’s text prior to detailed consider- 
ation, a procedure which would seem to imply probable 
approval. On the second of these two points the American 
text proposed that no Member should be entitled to “ grant 
any of the benefits ”’ of the Charter to a non-Member. Failing 
universality therefore the Convention, as we shall see, would 
under this proposal become a super-Ottawa—a super-Ottawa, 
however, with a vital difference, namely that any country can 
join the Club if willing to accept the conditions of membership. 
No country can claim that the Club is discriminatory if all 
that is necessary to avoid discrimination is to join it. 

The Preparatory Committee has left this second American 
proposal in suspense ; but some such clause is indispensable 
to the whole conception of the Charter. The Charter is based 
on the Club idea. Under it Member States undertake to grant 
each other certain reciprocal advantages and to establish an 
international agency to make sure that their undertakings 
are implemented. If any State refuses to grant what are 
generally agreed to be adequate concessions it can be deprived 
of the benefits of membership. If there is no Club and Non- 
Member States were to receive M.F.N. treatment the trade 
organization would lose all its powers and become simply a 
somewhat unwieldy and very expensive debating society. 

During the inter-war period the Most Favoured Nation 
Clause proved to some extent a stumbling block, because States 
were reluctant to grant concessions to any other country if such 
concessions were to be automatically extended to third parties 
with non-negotiable tariffs in a position to reap benefits while 
granting none. The Club idea is designed to meet this 
difficulty ; M.F.N. is to remain, but is confined under the 
American draft to those countries which do make concessions 
to others. 

M.F.N., however, while promoting the conditions neces- 
sary for the expansion of multilateral trade amongst the Club 
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members, does not, as defined in the Charter, imply equal 
concessions or preclude preferences.(') 

Theagreed objectiveisthe eliminationof preferences, the antici- 
pated result their reduction. They should, in fact, be reduced 
in exchange for tariff concessions to the extent that the 
negotiators find mutually advantageous. 

The Charter does not suggest equal tariff reductions ; in 
order to obviate another ancient stumbling block, the binding 
of low tariffs is recognized as equivalent to the substantial 
reduction of high tariffs. 

Such, briefly, are the objectives and the more important 
rules laid down by the Preparatory Committee for the negoti- 
ators. The negotiations are to begin forthwith, not at a general 
Conference, but at the next meeting of the Preparatory 
Committee. 

These major rules and objectives are, of course, intended 
for healthy Club members. The success of the Geneva negoti- 
ations will, therefore, depend to a considerable extent on the 
bye-laws designed for those who can only hobble in on 
crutches; these bye-laws relate mainly to quantitative 
restrictions. 

The Charter contains a general stipulation that no 
quantitative restriction or prohibition shall be imposed. This 
stipulation is obviously indispensable if the tariff concessions 
are to have any meaning. But in the immediate future the 
exceptions to this rule are of special importance, for they are 
intended to give the necessary courage and comfort to the 
halt and the maimed. The exceptions proposed fall into three 
fairly distinct groups. 

(i) During a post-war transitional period restrictions may be 
imposed without prior authorization if they are necessary for “‘ the 
equitable (international) distribution of products in short supply,” 
or for the maintenance of price controls by countries suffering from 


shortages. They may be imposed after consultation with a view to inter- 
national action for ‘* the orderly liquidation of temporary surpluses of 


(*) The paragraphs dealing with preferences represent so nice a balance of compromise 
that it is best to quote their wording exactly. First the provisions regarding M.F.N. “ shall 
not be construed to require the elimination of any preferences in respect of customs duties 
and other charges imposed on importation which do not exceed the preferences remaining 
after the negotiations contemplated in Article 24.” Secondly under this Article “ Each 
Member . . . shall upon the request of any other Member or Members enter into reciprocal 
and mutually advantageous negotiations . . . directed to the substantial reduction of tariffs 
and other charges on imports and exports and to the elimination of import tariff preferences.” 
Thirdly among the rules for the conduct of such negotiations is the stipulation that “all 
negotiated reductions in most-favoured-nation import tariffs shall operate automatically to 
reduce or eliminate margins of preference.” 
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Government-owned stocks and of industries” started for war purposes. 
These exceptions, which would seem to refer to special commodities or 
classes of commodities, would not by themselves meet the general 
balance of payments difficulties of this or any other country whose whole 
economic system had been seriously distorted or weakened by the War. 

(ii) The second group of exceptions, already referred to, is intended 
to cover both such cases and similar balance of payments difficulties 
that may subsequently occur. They are less general than the first 
group; restrictions may only be imposed when a country’s monetary 
reserves are threatened or exceptionally low and prior consultation (as 
distinct from authorization) is required for the imposition of any new 
restrictions. But they are not limited in time. Moreover they may in 
certain circumstances be discriminatory. Two cases of major importance 
should be mentioned. The first is that until the end of 1951 Members 
should be entitled to assist countries whose economy has been disrupted 
by the War by measures of a mildly discriminatory character; the 
rather cumbersome wording employed is deliberately vague. The 
second is complementary to the Monetary Fund’s transitional provisions, 
and is intended to prevent as far as possible currency inconvertibility 
from reducing the amount of trade that takes place. Consequently a 
Member State may be allowed to discriminate in its imports if such 
discrimination enables it to add to its total imports by effecting purchases 
in countries with inconvertible currencies at a time when, owing to its 
own reserve situation, it is forced to impose quantitative restrictions. 
This second form of discrimination, however, may only be imposed when 
the Monetary Fund’s exchange restrictions are in force, or when the 
authorization of both the Fund and the Trade Organization has been 
obtained. I doubt whether I have been more successful than the 
Preparatory Committee in making the import provisions clear; what 
they amount to is roughly that a country which is genuinely incapable of 
buying in hard currencies may be authorized to buy elsewhere. 

(ui) The other exceptions to the rule against quantitative restrictions, 
which I throw together perhaps arbitrarily into a third group, relate to a 
number of disconnected circumstances of less general significance 
such as temporary shortages of foodstuffs, etc., standards of grading, 
inter-governmental commodity arrangements, domestic restrictive 
marketing schemes and State monopolies. 

_ To these three groups of exceptions must be added the 
vital Nullification Clause already mentioned, under which a 
Member, if suffering from external deflationary pressures or 
from the fact that any other Member is not adhering to the 
tules of the game, may obtain the consent of other interested 
parties (or the authorization of the Organization) to withdraw’ 
for a time any of the contractual concessions it has made. 

The ultimate purpose of the Charter is first to constitute 
a market in which world, as distinct from regional or sectional, 
prices may be formed, and secondly to allow Governments 
to erect temporary defences against the world market forces 


when such defences are indispensable for the protection 
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of their currency or the maintenance of their economic activity, 
The ideal is that each consumer should be able to buy what he 
wants where it can be purchased most cheaply. The derogations 
are first tariffs (which must be reduced and/or “ bound ”’), 
and secondly other temporary restrictions, which must as a 
rule either receive the approval of the Organization or, when 
imposed unilaterally, be subject to subsequent investigation, 
if demanded. With this general purpose in view, measures are 
proposed to check actions, by Governments through subsidies, 
or by Governments or private undertakings through 
monopolies, that are likely to distort world trade or world 
prices. But no attempt is made to prevent state monopolies ; 
and the question of tied loans is nowhere discussed. 

State monopolies are dealt with in the chapter on 
commercial policy under the heading “ Expansion of Trade by 
State Monopolies,” and it is left to the reader to decide whether 
this title reflects a gentle irony or has been chosen only to avoid 
confusion with the chapter on restrictive practices. As already 
observed the article on complete State monopolies has only 
been entered pro memoria and I shall therefore not discuss it 
here. Such monopolies may, however, present one of the most 
difficult problems that countries reluctant to impose them 
will have to face in years to come. To avoid restrictive practices 
resulting from State monopolies of individual products, 
Members are entitled to demand certain safeguards from 
Monopolist Governments. The Monopolist Government 
has further to undertake, when there is no rationing, to buy 
and sell as much as possible ; but how such an obligation can 
ever be enforced it is difficult to imagine. The paragraph 
about dumping has not yet been drafted. 

Subsidies are treated with a certain deference. Direct 
export subsidies, it is true, have to be suppressed within a 
period of three years and after this period no new subsidy 
may be granted. But in the case of other forms of income or 
price support “ which operates to increase exports . . . or to 
reduce imports ” the subsidizing government is only compelled 
to “ discuss . . . the possibility of limiting the subsidization.” 
The deference shown to subsidies is, however, in my opinion 
of considerably less importance than the complete omission 
of all reference to tied loans. There is enough in the Charter 
about subsidies to enable the Organization to elaborate later 
the details of a practical working agreement, which should be a 
substantial improvement on past practice. To prevent tied 
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loans would now seem to be extremely difficult ; and tied loans, 
especially when State Banks exist may prove every whit as 
effective as arms of commercial warfare as subsidies or 
“ restrictive business practices.’”” Moreover, tied loans are a 
means for preventing the borrower from purchasing in the 
cheapest market and thus run counter to the whole philosophy 
of the Charter. 


RESTRICTIVE BUSINESS PRACTICES 


On the question of restrictive business practices there 
was confessedly a complete disharmony of views in the 
Preparatory Committee, some members being of the opinion 
that acts restraining competition, limiting access to markets 
or fostering any form of monopolistic control were automatically 
harmful to trade, others that they might be necessary to ensure 
stability. A compromise was finally reached under which it 
was proposed that all countries should abjure restrictive 
practices “‘ whenever such practices have harmful effects on 
the expansion of production and trade.” This is reminiscent 
of the famous undefined “‘ fundamental disequilibrium” of 
the Bretton Woods Agreement. The question, if this chapter 
is adopted in its present form, remains for the Organization 
to solve as and when it is raised as a practical issue later. 

Owing, perhaps to the absence of any definition of the 
expression “‘ harmful effects,’’ the wording of the chapter 
as a whole is vigorous enough. Member States are to take all 
possible steps by legislation or otherwise to prevent harmful 
restrictive practices, to furnish the Organization with the 
information it requires, and in general to render it all assistance 
should it recommend measures against such practices. Any 
Member State may raise a complaint, and an _ elaborate 
procedure is laid down for the thorough investigation of 
complaints and, if necessary, for the convocation of a Con- 
ference by the Organization. Finally Members may co-operate 
with each other “in prohibitative, preventative or other 
measures ” to render action taken by any one Member more 
effective. This clause, be it noted, is very much weaker than 
the stipulation that States which have failed to make adequate 
tariff concessions may be deprived of M.F.N. and other benefits. 
As at present drafted the adoption even of restrictive practices 
with harmful effects would not seem to justify the ejection of a 
Member from the Club except under the Nullification Clause. 
But the Nullification Clause is so all-embracing, covering as it 
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does any action, whether or not it conflicts with the terms of 
the Charter, that it is reasonable to doubt whether much use 
will be made of it save in face of the serious threat of depression. 
Despite the detailed procedure it elaborates and the vigorous 
language it employs it is difficult to say more of this chapter 
than that it exists. It may mean a great deal; it may mean 
nothing. It creates a permissive situation—as indeed would 
its absence. 


INTER-GOVERNMENTAL COMMODITY ARRANGEMENTS 


Similarly, the chapter on commodity agreements does 
not do more—and does not claim to do more—than create 
a permissive situation. The principle is accepted that such 
agreements may be necessary in the case of some primary 
commodities and the permissible objectives of such agree- 
ments are defined in somewhat general terms. There are, 
however, four stipulations of importance; namely that no 
new agreement regulating production, trade or prices shall be 
concluded unless (i) a burdensome surplus or widespread 
unemployment has developed or is expected to develop; 
(ii) it is recommended by a Conference convened by the 
Organization; (iii) it allows importing and exporting 
countries an equal voice “in substantive matters ”’ ; (iv) it 
is limited in duration to five years. 

The intention of the United States and of other Govern- 
ments which were anxious to give real substance to these two 
chapters on “ restrictive” and “ regulatory”’ action was, 
of course, to prevent producers, whether operating privately 
or through their governments, from creating a monopolistic 
control. If control is necessary it should be organized by 
governments and the governments of consuming countries 
should have as much iiiecenn on all important issues as those 
of the producing countries. The Charter as at present drafted 
does not ensure that these objectives will be realised ; it will, 
however, facilitate their realization if and when they obtain 
the general backing of world opinion. 

This chapter is much more clear-cut than the chapter on 
restrictive business practices. But on one point it is quite 
obscure. As I have observed the term buffer-stocks is nowhere 
mentioned. Whether an expert in hidden-word competitions 
could find it here or not I do not know. But I am quite certain 
that if it can be found, the procedure is too complicated 
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and the conditions required for starting that procedure are 
unnecessary. Buffer-stocks should not be instituted when 
burdensome surpluses or widespread unemployment have 
developed. They should be started in time to help to prevent 
a surplus from becoming burdensome and unemployment 
from occurring. 


ORGANIZATION 


The Trade Organization proposed assumes the now 
familiar form of a “* United Nations Special Agency.” It is to 
be bedecked with the usual panoply of Assembly, Executive 
Council, Commissions, Director-General, etc. o describe 
the armour in detail would demand more space than I have 
available. But one point I should mention. Unlike the 
Monetary Fund, where voting is weighted according to national 
quotas, the Conference, the Executive Board, and the Com- 
mittees or Commissions of the Trade Organization will allow, 
it is proposed, an equal vote to each Member. 

More important than its armour are its functions and 
powers. With regard to restrictive business practices, com- 
modity arrangements, industrial and economic development, 
it can make recommendations; with regard to commercial 
policy “ recommendations and determinations.” In the list 
of functions given, no mention is made of employment policies 
and, as already noted, the Organization will in fact have no 
function in connection with them—apart from the very 
important powers to determine or recommend that conditions 
exist entitling a Member State to withdraw benefits it had 
conferred, to impose restrictions, “ or to discriminate against 
another Member or Members.”’ These are powers to authorize, 
or admit as justified, action which runs counter to the major 
objectives of commercial policy. They are novel and important 
because in fact—and the point is too often overlooked— 
they allow greater liberty to the individual Government than 
has been enjoyed in the past. Up to now a Government which 
imposes restrictions nullifying tariff concessions granted under 
commerical treaties is acting contrary to the spirit, if not to the 
letter, of its contractual obligations. Under the Charter, not 
only may such restrictions be imposed, but even tariff and other 
similar contractual commitments may be waived, granted a 
certain procedure is followed, without any infringement of 
treaty obligations. The procedure proposed amounts to 
the introduction of an elastic clause in commercial treaties 
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similar to the elastic clause in some loan contracts. For 
unilateral default, with all its ill effects, not only on the credit 
of the country in default, but also on confidence in general, is 
substituted an orderly and agreed suspension of the obligation 
to carry out promises which have become unduly burdensome, 

But the most important of all the functions with which 
it is proposed the Organization should be entrusted is the 
power not to waive but to enforce obligations—the power to 
“determine” that a State has failed to grant adequate 
concessions and that it should in effect be turned out of 
the Club if it does not mend its ways. This is a radical change 
from the inter-war attempts at commercial collective bargaining 
through Conferences and from the historic procedure of 
bilateral negotiations with M.F.N. emanations, or rather it 
has become a radical change since the Preparatory Committee 
has proposed to start negotiations first amongst its own 
Members. They will themselves have to begin with such 
collective commercial bargaining and, if they succeed and the 
Club is in consequence founded, will be in a position to 
decide whether other countries offer adequate subscriptions 
for their admission or retention as Members. The procedure 
proposed is as follows:— 


PROCEDURE 


(1) The Governments represented on the Preparatory Committee 
are to conduct multilateral negotiations with each other concerning all 
commodities for which they are themselves collectively the principal 
suppliers. 

(2) When these negotiations are finished the Preparatory Committee 
will complete its work on the draft Charter and propose a date for the 
convocation of an International Conference. 

(3) Any agreement on new schedules reached by the Members of the 
Preparatory Committee should be signed and published forthwith and 
brought into force as an instrument legally independent of the Charter 
as soon as possible. 

(4) The tariff concessions granted should be provisionally applic- 
able to other countries pending consideration by the General Conference 
of the question whether benefits granted under the Charter should be 
extended to countries which do not join the Trade Organization. 

(5) Pending the establishment of the Organization the Members 
of the Preparatory Committee will constitute a provisional international 
agency, and will continue, for a time after the establishment of the 
Organization, to act as an Interim Tariff Committee together with any 
other States which have granted adequate tariff concessions until it 
includes two-thirds of the total membership of the Organization. 














XUM 


39 


(6) Other States becoming Members of the Organization are to 
conduct a series of bilateral negotiations and the (Interim) Tariff Com- 
mittee will decide when any particular country has completed enough 
of such agreements to entitle it to membership of the Committee. 


This seems to be as good a procedure as could have been 
devised in the circumstances, circumstances rendered difficult 
by the absence of Russia from the London discussions. It 
is expeditious, and for obvious reasons there is no time to lose 
if results are to be obtained. Once the Conference has been 
held, especially if in the end all Great Powers participate 
and results are obtained from the Geneva negotiations, this 
important group of countries will have set an example and 
given a proof of good faith to the world difficult to ignore. 
In the inter-war period there was a tendency to grant so many 
concessions to the States that were least willing to make their 
contribution to the common cause at Conferences that the 
draft conventions become unrecognizably emasculated. Now 
those who take the initiative, granted always that their initiative 
is sufficiently forceful and courageous, can avail themselves 
not of a nosebag or a carrot, but of a goad. 

Whether the initiative will be sufficiently courageous 
and forceful is not a question on which private speculation 
can serve any useful purpose. But again the procedure pro- 
posed is sound. For trade is not bilateral and it is difficult 
by bilateral negotiations to unblock its channels. 

The draft Charter as it stands to-day will not, of course, 
give complete satisfaction to any Government or probably 
to any individual, and it is well that it should not ; for it is a 
draft agreement among representatives of States with different 
interests and holding diverse views. Were any Government 
fully satisfied, that fact would imply that it had imposed its 
views on others, and the chances of the whole machinery 
working smoothly later would be remote. We may each one 
of us regret that this or that paragraph or chapter is not more 
constructive or more emphatic ; we may regret the omission 
of one stipulation or another—personally I regret in particular 
the omission of any direct reference to tied loans—but there 
can, in my opinion, be no doubt about the value of what are 
perhaps the two central underlying ideas; that the failure 
of any country to grant adequate trade concessions is a matter 
of general concern on account of which collective and not 
unilateral action should be taken and that the creation of a 
deflationary pressure by any country on others is likewise a matter 
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of general concern necessitating the provision of collective 
safeguards. At the moment special attention will naturally 
be paid to the question whether the safeguards both in the 
transitional stage and later are likely to prove adequate. 

In judging the former it is well to remember that the 
Preparatory Committee has been careful to dovetail its proposals 
as far as possible into the Articles of the Monetary Fund which 
have already received official sanction. Both these Articles 
and the draft Charter provide for a provisional stage. The 
Articles stipulate that 

in the post-war transitional period members may, notwithstanding 
the provisions of any other Articles of this Agreement, maintain and 
adapt to changing circumstances . . . restrictions on payments and 
transfers for current international transactions. 

This is a blanket exoneration only limited in time. The 
provisions of the Charter are rather less general in their 
formulation, conditions being laid down. The two most 
important are the need for price control and the imminent loss 
of reserves. 

The Fund three years after it has begun operations, and 
the Trade Organization two years after its institution, are 
to review and report on all restrictions within their respective 
provinces. It is only then that it will really become apparent 
whether the provisional exemptions are adequate. Everything 
will depend on the attitude taken by the majority of members 
(or of votes) at that time. 

How effective the safeguards proposed are likely to 
prove therefore will depend very largely on the manner in 
which the machinery of the Trade Organization and to a 
large extent also that of the Fund is operated. They have 
obviously been drafted with great care with a view to meeting 
the preoccupations of the various members of the Committee. 
The halt and the maimed, the young industries of the less 
developed countries, the depressed, have all been given some 
special means of defence. But once crutches have been cast 
aside the power to utilize certain of those means will depend 
on the collective opinion, and indeed collective opinion 
no doubt in some cases decide when the crutches should be 
cast aside. In making this decision will Governments 
sufficiently appreciate each other’s difficulties? There can I 
think be little doubt that in preparing this draft they have 
done so. But will Governments when the time comes be 
reluctant to endorse measures against a country causing 
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deflation because their own citizens wish to take advantage 
of the low prices ruling in that country, or will they be mainly 
concerned about resisting the impact of depression? In 
particular will agricultural countries be more influenced by 
such considerations of price margins or by the fact that in 
depressions the terms of trade turn against them? These 
are questions to which no judicious person would willingly 
venture to give an emphatic answer. But the history of the last 
depression does not suggest that Governments suffered from 
undue timidity in building sea walls against the waves of 
depression even when they ran the risk of damaging their 
credit by unilateral action. Under the Charter their reputation 
can be protected by collective action if protection is sought, 
and as I have already remarked the power of the Organization 
to protest against non-discriminatory restrictions is so limited 
by the clause rendering domestic policies sacrosanct that the 
Charter alone would seem to supply a veil more than sufficient 
even for the pudic. These are, however, not the most crucial 
questions, important as they are. The really crucial question 
is what steps the United Nations propose to take, not to 
create safeguards against depressions when they occur, but to 
endeavour to prevent their occurrence. To that question we 
have at present no adequate answer. 

The nature of the answer may perhaps be foreshadowed 
by the negotiations at Geneva. If Governments show in 
their negotiations a genuine intention to make a success of 
them, then they will be driven by the whole logic of the 
policies which have gradually unfolded themselves during the 
last three years to cap them with some constructive procedure 
for maintaining economic activity on as even a keel as possible ; 
if they lose their ardour now it may well prove difficult to 
revive it. These negotiations will necessarily be intricate and 
complicated. Much glacial green water will have flowed under 
le Pont de la Machine at Geneva before the public can hope 
to form any considered judgement on the whole endeavour. 
But one fact would seem clear enough already ; if these negoti- 
ations do not succeed we shall revert in our trade to a war of 
the barons, and it is difficult to believe that in the din of this 
commercial struggle, plans for promoting political security 
can be easily or usefully discussed. 


A. Lovepay. 
March 17th, 1947. 
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The Value of the Rupee. 
By J. R. Winton. 


WO questions have dominated any discussion of Indian 

monetary policy in recent years: the settlement of the 

vast sterling balances built up to India’s credit during the 
War, and the question of the exchange relationship between 
sterling and the rupee. Following a great deal of unofficial 
and often heated controversy, the settlement of the sterling 
balances has recently been the subject of preliminary discussion 
between the Indian Government and a British delegation 
headed by Sir Wilfred Eady of the Treasury and Mr. Cobbold, 
the Deputy-Governor of the Bank of England. At this stage, 
therefore, there is little to add to what has already been said 
often enough on both sides. As was unfortunately to be 
expected, the preliminary talks seem to have revealed a very 
great divergence between the British and Indian approaches 
to the problem, but it is perhaps permissible to express the 
hope that in the definitive negotiations still to come the Indian 
Government will not be entirely unmindful of the considera- 
tions which influenced the final settlement of Lend-Lease. 

For the present, too, the question of the exchange value 
of the rupee has been settled by the decision of the Indian 
Government to leave the rate unchanged at 1s. 6d. This was 
the rate advised to the International Monetary Fund last 
November as the initial parity for the rupee under the Bretton 
Woods plan, after the Reserve Bank of India had invited the 
views of traders and others on this question, and after a great 
deal of argument and discussion on the subject within India 
and, to a less extent, in this country. 

The purpose of this article is to review, in the light of 
recent monetary developments in India, the various con- 
siderations which must have influenced the Indian Government 
in its decision to fix the rate at its present level and to examine 
the arguments of those who believe that the rate should have 
been either lowered or raised. 

At the outset it is worth recalling that there are two 
methods of estimating the true value of any currency. The 
first test has reference to the state of the country’s balance of 
payments: if at a particular rate of exchange imports in the 
wider sense tend to exceed exports, so that the rate can only be 
maintained by shipments of gold or drafts on exchange reserves, 
then the currency would be considered over-valued at that 
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rate, and conversely. The second test looks beyond the 
demand for, and supply of, the currency in the exchange 
markets at any particular moment: it postulates that, in the 
long run, the true value of any currency will be determined by 
the internal level of prices in relation to that in the outside 
world. This is, of course, the so-called “ purchasing power 
parity” theory of the exchange rates. 

In normal conditions both tests are likely to lead to much 
the same conclusion : for if the price level of any country rises 
above the world level, the exchange rate being unchanged, then 
its exports will tend to decline and its purchases from abroad 
to increase; so that if the currency becomes over-valued by 
the test of purchasing power parity, the country’s balance of 
payments is likely also to show a deficit. That no longer holds 
good in the abnormal conditions of the War and post-war 
periods. If market forces are held in check by rationing and 
other controls, the purchasing power test and the balance of 
payments test may very well tell different stories. This is 
undoubtedly true of India at the moment. The Indian current 
balance of payments has been greatly improved by the repatria- 
tion of debt and she has a virtual monopoly of some products 
which command a ready market almost regardless of price so 
long as other countries are prosperous. 

Hence, it is quite possible that in completely free exchange 
markets the rupee would tend to appreciate rather than 
depreciate. On the other hand, prices in India have risen far 
more steeply than in this country, so that from the viewpoint 
of the crude purchasing power parity theory the value of the 
rupee would seem to have declined in terms of sterling. It 
must be remembered, however, that even in its most refined 
form the purchasing power parity theory can never be more 
than a rough and ready guide, and certainly relative purchasing 
power can never be the sole consideration in determining 
exchange parities. For example, an actual exchange rate must 
take into account changes in the position on capital account. 
As has already been mentioned, India’s capital position vis-a-vis 
this country has improved enormously; so that whereas 
before the War India required an export surplus in order to 
Service a sterling debt, henceforth she will require to have an 
import surplus to permit repayment, on any scale that may be 
agreed, of the sterling balances. This factor alone would 
justify some advance in the Indian price level relatively to 
our own. 

In short, by the crude purchasing power test some depre- 
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ciation of the rupee in relation to sterling might seem to be 
called for, whereas on the balance of payments test (allowing 
for the fact that India is now a creditor country instead of a 
debtor country) it could be argued that the rupee is not over- 
valued but under-valued on the basis of the 1s. 6d. rate, 
Before trying to assess the relative importance of these two 
factors, which pull in diametrically opposite directions, it is 
worth while to review the actual changes which have occurred 
during the war. 

Until 1939, Indian monetary policy in the wider sense 
was dominated by two influences. On the one hand was the 
large external debt, principally in sterling, and, on the other, 
the nature of her foreign trade, principally with the U.K. 
In 1939 the nominal value of her sterling debt was Rs.469 
Crores (£351,750,000) whilst of her foreign trade, in 1938 the 
U.K. supplied 31 per cent. of India’s imports and took 
34 per cent. of her exports. Apart from the political link, 
these two considerations were responsible, more than anything 
else, for the close and continuous tie with the pound. 

By the end of the War the position had changed con- 
siderably. By 1944 the sterling debt had been reduced to 
Rs.39 Crores (£29,250,000). At the same time the proportion 
of India’s foreign trade accounted for by the U.K. also declined ; 
for example, in the same gl the figures were 21 per cent. for 
imports and 30 per cent. for exports.* These trade figures are 
not, however, strictly comparable, since for a true picture 
one should include in the War years figures for goods and 
services consumed on the spot in India by the U.K. 

The reduction in the sterling debt has, of course, been 
made possible by utilizing the sterling assets that have 
accumulated to Indian account during the War. In addition, 
the growth of India’s holdings of sterling was checked by some 
shipments of gold and silver which were sold on the Bombay 
bullion market in the hope of satisfying the hoarding demand 
for the precious metals, and thus to help in combating the 
inflationary trends that were in progress. Even so, b 
November, 1946, the sterling balances stood at over {1,21 
millions. This abnormal rise has been due, almost entirely, 
to expenditure in India on behalf of Allied Governments but 
recoverable from the U.K. and, to a less extent, to the favourable 
balance of trade on private account. This is sufficiently brought 
out by the following table :-— 





~* For 1945, '46 the figures provisionally were 25 per cent. and 27 per cent. 
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CRORES OF RUPEES. 
1940/1 1941/2 1942/3 1943/4 1944/5 
1. Excess of Purchases over Sales of 
Sterling by the Reserve Bank 
plus Sterling Payments by 


H.M.G. .. 119 299 432 505 479 
2. Recoverable Expenditure “ 53 "194 "325 “378 “440 
3. Visible Trade Balance .. on 50 80 85 91 26 
4. Total o.. «. « «103 274 410 469 466 
5. Unaccounted* (1-4) éa oi ~ 16 95 ~~ 99 36 ~~ 43 














* Due, in the later years, almost entirely to the inclusion in the published returns 
of payments on account of Mutual Aid. 

Internally, the rise in the Reserve Bank’s sterling assets 
has provided practically the whole of the cover necessary for 
the great increase in the note issue. Whilst in 1938-9 the 
percentage of gold and sterling securities to total notes issued 
was 53 per cent., by March, 1945, the figure had risen to 93 per 
cent. During this period gold stocks had remained stationary 
at just over Rs.44 Crores. 


It will be seen that the favourable balance of trade con- 
tinued during a period when, as compared with this country, 
inflationary tendencies have been much more in evidence. 
This is clearly brought out by the following table comparing 
the movements of prices in India and the United Kingdom, 
respectively :— 


WHOLESALE PRICES Cost oF LIVING 
India U.K. t India U.K. 
1939 sl se 100 100 - 100 100 
1941 ae ie 118 148 on 117 125 
1943 ee - 213 158 Ka 218 125 
1945 ee ee 247 164 “e 222 128 
1946 (October).. 281 173 os 250 128t 


+ Itis estimated that by November, 1946, if all subsidies had been removed and 
— ymin risen by the amount of such subsidies the Index would have risen to 154. 

Source : ‘United Nations Monthly Bulletin of Statistics. 

This relative growth of inflation in India has, of course, 
been almost entirely the result of expenditure on defence, and 
the imposing on the Indian economy of a considerable physical 
burden in supplying Allied war needs. From this point of view, 
it was of no account whether the expenditure was nominally for 
Indian or Allied account. In respect of recoverable expendi- 
ture, India was compensated by the acquisition of sterling 
claims on this country; but this naturally did not affect in 
any way the impact of the expenditure on the Indian economy 
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and internal monetary situation. This entailed in any case 
a diversion to the Allied war effort of resources that would 
otherwise have been available to meet consumption needs, 
while at the same time the volume of purchasing power was 
increased. Whether such a situation results in active inflation 
depends, of course, on whether the additional purchasing 
power could either be withdrawn through increased taxation 
or sterilized by means of rationing or other controls ; and ina 
country like India the administrative difficulties of enforcing, 
to the necessary extent, either of these safeguards against 
inflation are great indeed. 

At one time it was popular to suggest that the wide 
disparity in price movements as between Britain and India 
might provide one strand in a reasonable settlement of the 
sterling balances. It was pointed out that the more prices in 
India rose, the larger would be the accumulation of sterling 
balances in respect of any given war expenditure in India, the 
exchange rate between sterling and the rupee being unchanged. 
The suggestion was therefore made that both the nominal 
amount of the sterling balances and also their eventual liquida- 
tion should be related to pounds of 1938 purchasing power. 
To take a purely hypothetical example, if prices in India at the 
time a given expenditure was made were three times higher 
than in 1938, then expenditure equivalent at current prices to 
£300 millions would give rise to sterling balances of only 
£100 millions (at 1938 purchasing power) ; on the other hand, 
if prices in Great Britain when these balances came to be 
spent should be double the pre-war level, then these {£100 
millions of sterling balances would be able to buy £200 millions 
of British goods at post-war prices. 

At first sight it would appear to be incontrovertible that 
high prices in India must have been an influence in raising the 
total of sterling balances. For example, it has been pointed 
out that “‘ during the period of heavy War expenditure in India 
Indian prices were some two and a half times their 1939 level, 
though British prices had risen by barely one-half” (Times 
3rd February, 1947). On the other hand, the Select Committee 
on National Expenditure, in a report published in May, 1945, 
concluded that “* taking all the circumstances into consideration, 
fair prices have on the whole been secured for War stores and for 
food brought by this country.” It should be remembered, 
however, that the primary object of the Committee’s investiga- 
tions was to inform Parliament whether supplies purchased in 
India had, on the whole, been economically procured. It would 
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be unwise, therefore, to assume that inflation in India has not 
played an appreciable part in swelling the total of the sterling 
balances. 

Turning to the technical aspect of the settlement of the 
sterling balances, it might at first seem that this would 
necessarily have a deflationary effect in India, since, as we have 
seen, the growth of the Reserve Bank’s sterling assets has 
provided the cover for virtually the whole of the increase in 
the note issue. It might therefore be thought that as the 
balances eventually declined the note issue would have to fall 
to the same extent. This is not, of course, the case. The 
Reserve Bank Act of 1934 requires only that the note issue 
should be covered to the extent of 4o per cent. by sterling 
securities or gold, and the Reserve Bank is not now restricted 
as to the amount of rupee securities which can serve as cover, 
the former limitation on such holdings having been removed 
by Ordinance III of 1941. To the extent that any reduction of 
sterling assets was offset by an increase in rupee securities, 
therefore, no contraction of the note issue would be required. 
This is not, of course, to deny that a reduction in the note issue 
may be desirable on other grounds. 

So much for recent monetary history in India. We are 
now in a position to consider what bearing this has on the 
question whether the present sterling parity of 1s. 6d. is, 
broadly, the right rate. Those who hold the opinion, popular 
in Indian financial and industrial circles, that the rupee is 
over-valued, base their argument on the differences in relative 
price levels. Undoubtedly, if relative purchasing power were 
the only consideration, one might be able to make out some sort 
of a case for a lower value, according to the particular price 
index chosen for the comparison. It is not surprising that those 
who stand to profit most from a lowering of the rate, namely 
those engaged in exporting or in producing articles competitive 
with imports, are the most frequent in calling attention to the 
— over-valuation of the rupee on the purchasing power 

asis. 

As has already been said, however, this view lays too 
exclusive an emphasis on differences of price levels. It ignores 
all the equally relevant considerations which, through the 
balance of payments, must affect the decision on the parity. 
One such factor has already been mentioned, namely the 
improvement in India’s position in respect of debt service, 
which would permit some relative rise in the Indian price level 
consistently with the maintenance of equilibrium in the balance 
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of payments on current account. But there is no impelling 
reason why India should seek to achieve such a balance through 
devaluation in the immediate future, given the existence of the 
sterling balances. If a country has only very slender exchange 
reserves, then a rise in internal prices, if it also adversely 
affects the balance of payment, may call for an adjustment of 
parity as a matter of urgency; but that is certainly not the 
position of India to-day. Indeed, it is known to be the policy 
of the Indian Government to draw upon the sterling balances 
at any rate that may be permitted by the ultimate settlement 
with this country in order to finance large imports of capital 
goods over a series of years. As industrialization progresses, 
moreover, and Indian workers at present engaged on sub- 
sistence agriculture are absorbed into industry, substantial 
imports of consumer goods (or a diminution in exports of 
such goods) may become necessary. 

On the other hand, one cannot go so far as to accept the 
view sometimes put forward that the mere fact that India has 
this large block of sterling to her credit is sufficient proof that, 
technically, the rupee is under-valued. Given India’s participa- 
tion in the Allied war effort, and the methods of finance adopted, 
it is clear that no change of parity during the War would have 
prevented the accumulation of the sterling balances ; indeed, 
had the exchange value of the rupee been raised, the balances 
would merely have piled up still more rapidly and on a still 
larger scale. Nor is it clear that anything very useful would be 
accomplished by the raising of the exchange parity at this 
juncture. Such a change would merely give a further impetus 
to the relative discouragement of exports and stimulation of 
imports, which is in any event to be expected as the result of 
the sharp advance in Indian prices. 

In short, the arguments either for raising or lowering the 
rate seem very much to neutralize each other. To the unbiased 
observer there appears little doubt that the Indian Government 
made the only reasonable decision in deciding to maintain the 
rate at 1s. 6d. at all events until conditions have become more 
normal both within India and in the outside world. It may 
even be, as Professor V. K. R. V. Rao suggests, that “ in the 
course of the next two decades, the Indian rupee is likely to 
become the strongest Asiatic currency,” to which most other 
Asiatic currencies will become linked. That, however, is 
clearly a matter on which it is impossible to form a rational 
opinion until we know the answer to a great many uncertainties, 


both economic and political. 
J. R. Winton. 


March 7th, 1947. 











Ane eu 


— 
hr 


oon ao 








Statistical Section. 


UNEMPLOYMENT.—The chart below brings out the steady reduction in 
unemployment in the years after 1932, its virtual elimination during the war, and the 
temporary recession to a depression level in February, 1947, as the result of the 
fuel crisis. The figure of 2,337,000 for February, 1947, includes an estimated 
765,500 of workpeople stood off who had not claimed unemployment benefit. 


Sur-TAX RATES AND RECEIPTS.—The table on page 52 and the diagrams on pages 
53 and 54 should be taken in conjunction with each other. It will be seen from 
the latter diagram that actual receipts from sur-tax have remained virtually stationary 
since 1926, whereas revenue from income tax has increased enormously since 1935. 
In other words, the proportion of direct tax revenue derived from sur-tax has declined 
considerably, as shown by the dotted line in the diagram on page 54, which also 
traces the successive increases in rates of sur-tax since 1926. That the higher rates 
of sur-tax have not produced any appreciable expansion in the yield of the tax is, 
of course, a reflection of the steady redistribution of the national income in favour 
of the lower income groups, in progress for many years past. For the financial 
year just ended the sur-tax yield was £75-7 millions, against the budget estimate 
of £80 millions. 

VALUE OF FOREIGN CURRENCIES in terms of sterling.—At the old parity of 
$4. 863 to the pound, the U.S. dollar was worth just under 4s. 2d. In 1925 Britain 
returned to the gold standard on the basis of the old dollar parity and this rate 
remained in force until our departure from the gold standard in September, 1931. 
This move was followed by a sharp appreciation in the sterling value of the dollar, 
to well over 6s. at one time, but within two years the temporary depreciation of 
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sterling against the dollar was fully made good, with the assistance of a substantial 
influx of capital from abroad. Prior to the outbreak of war the political uncertainties 
prompted a fresh exodus of funds from this country which was allowed to influence 
the dollar-sterling exchange rate, as reflected in a fresh appreciation in the sterling 
value of the dollar to around 5s. The pegged rate of $4 -034 maintained throughout 
the war has now been notified as the initial parity for sterling under the Bretton 
Woods scheme. It will be noted that the Canadian dollar lagged behind the U.S. 
dollar when this appreciated against sterling, both in 1931 and in the war years, 
but in July, 1946, the Canadian dollar was revalued to parity with the U.S. dollar. 
Between 1924 and 1947, it will be seen, the sterling value of the French franc has 
declined on balance from around 3d. to a halfpenny, whereas that of the Swiss franc 
has improved from around 10d. to ls. 2d. 


TREND OF BANK Deposits.—The diagram on page 56 traces the movement 
during recent years of the six main banking assets, which together provide the 
counterpart for virtually the whole of the deposits of the clearing banks. The 
sum of these assets thus approximates closely to the deposits total. It will be seen 
that over the past year the expansion in deposits has been noticeably accelerated. 
Other recent changes include the increase in investments following the reduction in 
short-term interest rates in October, 1945, and an expansion in the money market 
assets (call loans and bills), reflecting the check to the former rapid growth of 
Treasury deposit receipt holdings. The dotted line shows the amount of tax reserve 
certificates outstanding. Subscriptions to tax reserve certificates come for the most 
part from funds that would otherwise be held in the form of deposits with the banks, 
and the dotted line therefore gives a rough indication of the likely trend of bank 
deposits if tax reserve certificates had not been introduced. 


U.S.A. CoNsuMER CREDIT.—The chart brings out the contraction in United 
States consumer credit during the depression, followed by a rapid expansion— 
interrupted only in 1938—towards an all-time peak level in 1941. In the succeeding 
years the volume of consumer loans outstanding was drastically reduced in accordance 
with Federal Reserve policy, but by the end of 1946 the total had recovered, in 
money terms, almost to the 1941 peak level. 

U.S.A., MANUFACTURERS’ INVENTORIES.—It will be seen that manufacturers’ 
inventories, both of durable and non-durable goods, were rising rapidly throughout 
1946 and by the end of that year stood at roughly double the 1938 level. 


Motor Car PropucTion, U.S.A. AND U.K.—The table compares British 
and American production and exports both of passenger cars and commercial 
vehicles during the past three years and also for the years 1936 to 1938. It will be 
seen that in both countries production of commercial vehicles in 1946 was larger, 
and of passenger cars smaller, than in 1937. In 1946, as in 1937, the United States 
exported only 7 per cent. of its production of passenger cars, whereas as much as 
40 per cent. of the British output of such vehicles was exported last year, with the 
result that British exports totalled considerably more than half as much as American 
exports, although United States production was almost ten times as great. 


ORDINARY SHARES, TREND OF DIVIDENDS.—The Actuaries’ Investment Index 
publish indices of share prices and yields, and by comparing the movements of these 
two indices it is possible to compute an index of dividends. If the price of a group 
of shares rises and the yield falls in exactly the same proportion then this clearly 
implies that the dividend is unchanged ; if the yield falls less than in proportion to the 
rise in price then the dividend must have risen, and so on. On this basis indices of 
dividends have been compiled for six groups of shares. It will be seen that dividends 
on bank shares have been unchanged throughout the war years and have never 
recovered to the peak levels of 1929. Though rather less stable than bank dividends, 
insurance share dividends have on balance risen slightly since 1928. The sharp 
fluctuation in the dividend index for iron and steel shares during the 1930's reflects 
the effects of the depression. The latter fact is also evident in the very sharp decline 
in dividends on cotton shares in 1931, though in this case there has been no recovery 
comparable with that experienced by the iron and steel industry. 

















REVENUE AND EXPENDITURE 











__ 1937-8 1944-5 1945-6 1946-7 
Pro | Propor- | Propor4 | Propor- 
£ mn. tion | £ mn. tion, £ mn, tion £ mn. tion 
REVENUE— 
Income Tax a .. | 298 | 34-2 41,317 | 40-5 $1,361 | 41-4 71,156 34-6 
Sur-tax ee wa os 57 | 6:5 74) 2:3 69; 2-1 76, 2:3 
Estate Duties os on 89 | 10-3 111 3:4 120| 3-6 148. 4-4 
Stamps in aa ia 24 2:8 17 0-6 25) 0-7 38 | 1-1 
National Defence Contribu- , | 
tion “ we l1— 33} 1-0 35 1-0 32; 1:0 
Excess Profits Tax.. } —_ — 477 | 14-7] 431 13-1] 326 9-8 
Other Inland Revenue a 2;>— lj — 1 — l1e— 
ToraL INLAND REvVENUE.. | 471 | 53-8 }2,030 | 62-5 [2,042 | 61-9] 1,777 53-2 
Customs ee na ea 222 | 25-6] 579 17-9] 570/ 17-3] 621 18-6 
Excise “s a ia 114 | 13-1 497 15-4 541 | 16-4 563 16-9 
Motor Duties _ oa 35 4:0 29} 0-9 43 1:3 49 1-5 





ToTAL TAXATION Recerpts | 842 | 96-5 33,135 | 96-7 [3,196 | 96-9 [3,010 90-2 


Surplus Stores and Trading 

















Services — _ — — —_ i —_ 215 6:4 
Wireless Licences .. em 10; 1-1 5| 0-2 5' 0-2 10. 0-3 
Crown Lands sa ‘sé 1 — 1 os 1 _ 1 a 
Sundry Loans Receipts .. 5| 0-7 7| 0-3 ll | 0-3 27 0-8 
Miscellaneous os i 14. «(1-7 90 | 2-8 71 | 2-6 78 | 2-3 

872 100-0 [3,238 100-0 [3,284 100-0 [3,340 100-0 
EXPENDITURE—t 
National Debt an ‘it 216 415 455 499 | 
Payments to Northern Ire- 

land ois - * 9 10 12 20 
Issues to National Land 

Fun a i Rs — —_ oe 50 
Other Consolidated Fund 

Services .. as aa 3 7 8 9 

TOTAL .. be oa 228 432 475 578 
Sinking Fund ae ae ll 5 10 -— 
TOTAL .. “= va 239 437 485 | 578 
Supply Services—Defence. . 197*! } 
nn |. 408 | 5,626 4,999 3,332 
TOTAL .. in od 844 6,063 5,484 3,910 




















* Does not include £65 millions met out of loans under the Defence Loans Acts. 


tT In addition to issues to meet ordinary expenditure, issues are made for various 
Purposes which in 1946-7 were extremely large. The main items include: Housing 
(Temporary Accommodation), £88-5 millions; E.P.T. refunds (met of tax), £184-0 
millions ; Bretton Woods subscription, £370-9 millions ; Coal Industry Nationalization 
Act, £41-0 millions ; Local Authorities Loans Act, £48-6 millions ; War Damage, £106-8 
millions ; Civil Contingencies, £64-0 millions ; Post-war Credits, £57-9 millions. 
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INCOME TAX & SUR-TAX YIELDS 
IN THE UNITED KINGDOM 











INcoME Tax 
Super or 

Fiscal Year ] | Sur-tax Net | 

| Standard Yield of Net Receipts | 

Rate per£{1 | One Penny | Receipts 

s. d, £ ma. £ mn. £ mn. | 

1913-14¢ .. s.4 3-1 43-9 3-3 
1925-26 40 4-9 258-0 67-8 
1926-27 40 4-9 230-1 66-3 
1927-28 4 0 4-7 253-5 60-0 
1928-29 4 0 4-9 237-3 56-2 
1929-30 4 0 4-9 237-9 56-6 
1930-31 4 6 4-6 255-3 67-6 
1931-32 5 0 4-6 288 -4 77-0 
1932-33 5 0 4-2 250-6 60-3 
1933-34 & 6 3:8 228 -6 52-4 
1934-35 4 6 4-2 229-2 50-9 
1935-36 4 6 4-2 237-4 51-2 
1936-37 49 4-6 260-7 53-4 
1937-38 5 0 4-9 297-9 57-3 
1938-39 5 6 5:0 336-0 62:7 
1939-40 7 0 4:7 391-6 69-2 
1940-41 8 6 5:2 530-7 76-8 
1941-42 10 0 6:5 775-5 74:9 
1942-43 10 0 8-4 1,007-3 75-0 
1943-44 10 0 9-9 1,182-8 76-0 
1944-45... 10 0 10-9 1,309-6 73°6 
1945-46 10 0 11-3 1,361-3 69-1 
1946-47 9 0 10-6 1,156-2 75-7 


Income Tax 
and Super 
or Sur-tax 

Total 
Receipts 


314-1 
355-2 
398-7 
460-8 
607-5 
850-4 

1,082-3 

1,258-8 

1,383 -2 

1,430-4 

1,231-9 








t For 1913-14 figures, include whole of Ireland. 
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INCOME TAX CHANGES DURING THE WAR YEARS. 

















DEDUCTIONS ALLOWED 
Standard Reduced —— es ea a = 
Financial = Rate Rate on | ons EARNED INCOME* 
Years (7/- for | — 
1939-40) piece at | Persomal| Wife* | child) Propor- Maxi- 
tion mum 
£ ae a £ 
1940-41 8/6 £165 5/- 100 70 50 1/6th 250 
1941-46 10/- £165 6/6 80 60 50 1/10th 150 
(£50 3/- | | | 
1946-47 9/- < next 110 70 50+ 1/8th 150 
(£75 6/- 













* In addition the earned income of a married woman was allowed free of tax up to £45 


from 1939 to 1942, £80 from 1942 to 1946 and £110 thereafter. 


T In August, 1946, family allowances in cash were introduced at the rate of 5/— per 
week for each child after the first, subject to income tax. 








54 





Super or Sur-Tax Rate per £/ Surtex Receipts #3: 


of whole 
tte 
TREND OF SUR-TAX RATES 
AND RECEIPTS 

















rr UNITED KINGDOM | _ 
over £50,000 
” 
eS. g 
9/- or § 122 
S 
| ~ 
of 
6/- 320 
. pd_ £10,000 / L. 
416 
414 





























12 
3 we £1000 betwee 10 
.@) 
2rF 8 
nw 
o, 
ub opts £500 over first £200 6 
A. " ee " 4 





1926 1927 1928 1929 193D 1931 1932 1933 1934 193S 1936 1937 1938 1939 1940 1941 1942 1943 1944 1945 1946 1947 


Yi Surtex & not peyeble on the first £2,000 of income (Prior to the year 
192829 the tax was known as Super-Tex) 











This figure records sur-tax rates; in addition the standard rate of income tax is payable 
(in the last financial year this was 9/- in the £1). Thus, on the excess of incomes over £50,000 
direct tax was 10/6 sur-tax plus g /- income tax, making 19 /6 in all. 
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THE VALUE OF CERTAIN CURRENCIES 
IN TERMS OF STERLING (1924—1947) 
7 | . 
per 
per FRENCH FRANC Per | 
Franc| | oe, “i. 
3 < 
7 2 
PERIOD OF 
' CERMAN 
| OCCUPATION 1 
1- 
° . ° 
924 4930 /940 /947 
s - 78 
Qe mt | | Fence 
7 U.S. DOLLAR eT “ 
ss CANADIAN DOLLAR  ensecesserseere 70 
65 | 165 
New York a 
60 H NEW PARITY 60 
| BB $4-03-€1 ; | 
3 H 55 
: [Pereeeeeceseeeeeenesnncss®® 
3 Montres/ 
E | 50 
ry +aey | 
| , 
| se 
| 1940 1947 
| Y 
16 
11S 
.™ | 
14> | te 
13} 3 
} | 
12> | 412 
| Pa 
it> | rh ! 
| | 
ad’ a | I" ‘ 
——— B) 
9924 19226 1928 1930 192 1934 /936 /938 /I940 1/342 (944 1946 | 
i 





Based on Monthly Average Rates, March, June,September, December in each year. 
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y U.S.A.: CONSUMER CREDIT 
io 1929-1946 103200 
i ARS MILLIONS OF DOLLARS 





MILLIONS OF DOLL 





° 
1929 1930 193! 


Source: Federal Reserve Bulletin 


OTHER CONSUMER LOANS 
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sae 0 
1932 1932 1934 1935 1936 1937 1938 [939 1940 1941 1942 1943 1944 1945 1946" 
*Preliminary figure for November, (946 














U.S. 4.: MANUFACTURERS’ 
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MOTOR CAR PRODUCTION U.S.A. and U.K. 


Passenger Cars. 























U.S.A, U.K. 
- —_——__—_ 
For ForReIGN MARKET EXPORTED 
Total — ———_—— Total 2 2=o——— —— 
Year Production | As % of Production As % of 
00's 000’s Total 00's 000’s Total 
| Production Production 
—— — 7 7 
1936 3,669-5 211-4 6 367-2 64-7 18 
1937 3,915-8 272-5 7 379-3 78-1 21 
1938 2,000 -9 190-0 9 341-0 68-2 20 
1944 6 3 50 3 ° xs 
1945 69-5 1-4 2 12-8 2:0 16 
1946 2,148°6 144-0 7 218-4 86-4 +) 
Commercial Vehicles. 
1936 784-5 134-5 17 | 143 | 16-9 15 
1937 893-0 203-4 23 113-9 20-4 18 
1938 488-1 135-8 28 103-8 14-2 14 
| | 
| 
| 
1944 116-1 13-8 12 29-7 4-8 16 
1945 291-4 37-4 13 56-9 | 6-4 ll 
40-5 47-7 34 


1946 | 940-8 186-9 20 | 1 





Sources : Automobile Manufacturers Association, Detroit. 
Society of Motor Manufacturers and Traders, Ltd., London. 
Monthly Digest of Statistics. 
Notes: All figures exclude Production for the Services. 
U.K. Exports 1944-46 include number of chassis exported. 
* In 1944 the number of passenger cars exported was 24. 




















ORDINARY SHARES 
TREND OF DIVIDENDS 


(as computed from Actuaries Investment Index of Prices and Yields) 
1928—1946 
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ORDINARY SHARES | 
TREND OF DIVIDENDS 


(as computed from Actuaries Investment index of Prices and Yields) 


1928 —1946 





12 


: 
| 








| 








Ill —/PON AND STEEL SHARES | 
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ORDINARY SHARES 
TREND OF DIVIDENDS 


| (as computed from Actuaries Investment Index of Prices and Yields) 
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